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the preparation of periodical state- 

ments, accountants are supposed to be 
governed by accounting principles, and ac- 
Sountants’ certificates (sometimes called 
Spinions) usually include an expression to 
ie efiect that the statements have been 
Mepared in accordance with generally ac- 
Mpted accounting principles. And yet 
iiere is nowhere a compilation or code of 
accounting principles, and accountants’ re- 
ports provide ample evidence that ac- 
Counting is not controlled by a body of 
prmciples which result in uniformity of 
procedure and treatment. 

There are several reasons for this condi- 
tion. 
In the first place, a principle is a funda- 
Mental truth, a fundamental law, or a fun- 
damental assumption which forms the ba- 
ms of reasoning or conduct; but many of 
the rules and procedures of accounting are 
mot of so fundamental a nature. As Mr. 
George O. May expressed it, “‘ . . . 1should 
ike to warn you that the terminology of 
accountancy is somewhat loose and vague. 
=... When you hear a reference made to an 
Sccounting ‘principle’ you may find that in 
feality it is nothing more exalted than a 
fonvention or rule of convenience.’ Thus 


. if THE RECORDING of transactions and 


; * Part of a chapter from the revision of the author’s 
Wlermediate Accounting now in preparation for Pren- 
fee-Hall, Inc. 
* Journal of Accountancy, Vol. LXIII, p. 334. 


PRINCIPLES AND CONVENTIONS* 


H. A. FINNEY 


it is often said that profits may be taken 
when, but should not be taken until, a sale 
is made; but this can scarcely be regarded 
as a statement of an accounting principle, 
because the taking of profits before a sale 
(for instance, on uncompleted contracts) is 
sometimes considered proper, and the post- 
poning of the taking of profits until periods 
subsequent to the period of sale (for in- 
stance, on instalment sales) is also consid- 
ered proper; it would possibly be better to 
say that, as a matter of accounting princi- 
ple, profits should not be regarded as 
earned until an increment has been real- 
ized or its realization is reasonably as- 
sured, and that the sale basis is a major 
convention adopted in applying this prin- 
ciple. Or, as another illustration, we might 
say that proper conservatism may be re- 
garded as a principle; that the valuation of 
an inventory at the lower of cost or market 
is a convention intended to give recogni- 
tion to the principle of conservatism in the 
balance sheet; and that the first-in, first- 
out method of determining inventory costs 
is no more than a procedure of conven- 
ience. 

In the second place, principles cannot be 
established in accounting, as they arein the 
realm of natural sciences, by experimen- 
tation; nor have they been determined, 
as in the law, by authoritative pronounce- 
ment, although accounting procedures of 
railroads, utilities, and certain other lines 
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of business have been standarized by 
governmental regulation. Recently, the 
Securities and Exchange Commission has 
issued rules and regulations which touch 
the realm of accounting principles; these 
are binding only on those who are sub- 
ject to the authority of the Commission, 
but they may be expected to exercise a 
pronounced influence on the practice of 
accounting generally. Beginning in 1939, 
the American Institute of Accountants, 
through its Committee on Accounting 
Procedure, has issued numerous bulletins 
dealing with matters which may be re- 
garded as principles or conventions; but the 
opinions expressed in the bulletins are not 
generally binding upon the profession nor 
even upon the members of the Institute. 
The American Accounting Association has 
also done commendable work in formulat- 
ing a statement of accounting standards, 
but the pronouncements of the Associa- 
tion, as well as those of the Institute, have 
not been greeted with unanimous accept- 
ance. 

In the third place, it probably is not de- 
sirable that accounting procedures should 
be reduced to a rigid uniformity by any 
detailed statement of conventions and 
rules. Accountancy must meet the varying 
requirements of different businesses oper- 
ating under differing conditions, making 
proper choices between different proce- 
dures which are equally right for their own 
purposes, and must be prepared to adjust 
itself to changes in the economic system. It 
seems desirable, therefore, that members 
of the accounting profession, like those of 
the profession of medicine, should continue 
to exercise individual judgment and initia- 
tive within a framework of professional 
principles. 

What are these fundamental accounting 
principles? The profession has never ac- 
cepted any formal statement of them. 
However, the following may be considered 
to have a fundamental importance suffi- 
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cient to justify regarding them as princi- 
ples: 


Revenues should not be regarded as earned 
until an asset increment has been realized, 
or until its realization is reasonably assured, 

Cost is the proper basis for the accounting for 
assets and expenses, but modifications to a 
going-concern basis of valuation are some- 
times acceptable. 

All costs expired during a period should be 
charged against the income for the period, 
or against earned surplus, and provision 
should be made for probable losses not ac- 
tually incurred. 

The accounts and statements should give 
expression, so far as possible, to facts evi- 
denced by completed transactions and sup- 
portable by objective data. 

Statements should be truthful, and should 
make full disclosure of significant informa- 
tion. 

Conservatism, while desirable, is not a justi- 
fication for the understatement of net worth 
and the misstatement of net income. 

Consistency should be maintained, both be- 
tween the statements prepared at the end of 
one period, and the statements of successive 
periods. 

Capital stock and paid-in surplus should repre- 
sent contributed capital, and earned surplus 
should represent the increment in proprie- 
torship resulting from revenue-producing 
transactions. 


Within such a framework of accounting 
principles, the usual accounting conven- 
tions, rules, and procedures, or variations 
and adaptations of them, are justified if 
they meet the legitimate requirements of 
business entities. 

The terminology of accounting is not 
crystallized and precise. The terms “‘reve- 
nue,” “income,” and “‘profits’’ are some- 
times used as synonyms; on the other 
hand, they are sometimes regarded as hav- 
ing different meanings, but accountants 
are not in agreement as to the differentia- 
tions in meaning. Thus, the term “‘reve- 
nue” is sometimes used in the sense of 
gross proceeds from sales and services, and 
sometimes in the sense of the excess of 
gross proceeds over the related costs. To 
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Principles and Conventions 


sme accountants, income means the gross 

from sales and services; to oth- 
as, it means the excess of the gross pro- 
ceeds over the related costs; other account- 
ants use the term “‘income”’ only in relation 
to service transactions, as distinguished 
from profits on sales of merchandise. 

Here we shall consider revenue to be a 
measurement of an inflow of assets,? but it 
must be recognized that there are inflows of 
assets which are not measured by revenue. 
Obviously, an inflow of capital funds from 
stockholders is not revenue to a corpora- 
tion, nor should a business regard as reve- 
nue an inflow of assets which is offset by an 
increase in liabilities. Asset accretions re- 
sulting from growth, natural increase, or a 
rise in market values do not express reve- 
nue. Revenue consists of an inflow. of as- 
sets, in the form of cash, receivables, or 
other property, from customers and cli- 
ents, and is related to the disposal of prod- 
uctin the form of goods or to the rendering 
of services. Revenue may be realized or un- 
realized; that is to say, the inflow of assets 
may be earned or unearned. 

Here we shall consider income to be the 
excess of realized or earned revenues over 
the related costs. If the income is earned 
by the disposal of tangible goods, it may 
properly be called profit. The term profit is 
not properly applied to income derived 
from the furnishing of service. 

The realization of revenue customarily 
involves a long series of activities: the 
purchase of materials, the fabrication of 
product, the sale of the product, and some- 
times the subsequent rendering of service 
or the fulfilment of guarantees. All these 


activities are conducted for the purpose of: 


making a profit. At what point in the:series 
should the revenue be regarded as earned 
or realized? 


* Revenues sometimes take the form of a decrease 
in liabilities—a variation from normal which ap “ 
recognized by saying “an inflow of net Se apt porn 
= is Cooma here for purposes of simplicity of state- 


Some writers have undertaken to make a 
distinction between earned profits and 
realized profits, maintaining that profits 
are earned by manufacturing and other 
operations which produce goods which can 
satisfy human desires, and that the profits 
earned by these operations are merely real- 
ized by sales. The propriety of regarding 
profits as earned by production hinges 
upon the meaning attributed to the word 
“earned.” If “earned” is given a signifi- 
cance of “entitled to,” one may perhaps 
reasonably say that a profit is earned by 
the production of goods, because the pro- 
ducer is entitled to a profit. As used in ac- 
counting, however, “earned” and “real- 
ized” are generally regarded as synony- 
mous; profits cannot ordinarily be re- 
garded as earned by purchases or by manu- 
facturing; of course, the cost level at which 
these operations are conducted affects the 
profit realized. 

Realization of revenue does not neces- 
sarily require a collection in cash, since a 
valid receivable from a solvent debtor is an 
asset in as good standing as cash. The point: 
of sale, therefore, is the step in theseries. 
of activities at which the revenue generally 
is regarded as realized. This point has been 
generally adopted because (1) it is the 
point at which a conversion takes place— 
an exchange of one asset for another—and' 
conversion is regarded as evidence of reali- 
zation; and (2) it is the point at which the 
amount of the revenue is objectively de- 
terminable from the sale price acceptable 

to both parties. 

The legal rules governing the passing of 
title determine when a sale is made, but 
these rules are complex and full of techni- 
calities. Delivery to the vendee or his agent 
is a general test of the passing of title, and — 
for general accounting purposes through- 
out the period it is advisable, for purposes. 
of convenience, to regard a sale as having 
been made when the goods are invoiced 
apd delivery or shipment is made. (Deliv- 
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ery alone is not a sufficient test, because 
delivery may be made on consignments or 
other forms of bailment.) At the close of 
the accounting period it may be necessary 
to consider the legal aspects of title-passing 
more closely and to eliminate from realized 
revenue the billed price of goods which 
have been delivered without passing of 
title, and to include in realized revenue the 
billable price of goods which have not been 
delivered but the title to which has passed. 
Even such end-of-period adjustments usu- 
ally are ignored if the amounts are small. 

It must be recognized that even after the 
date of sale events may occur which will 
modify the amounts of revenue and income 
on the sale transaction. Merchandise may 
be returned, allowances may be given to 
the customer, service expenses may be in- 
curred, and losses may arise from bad 
debts. However, these possibilities are usu- 
ally not regarded as of sufficient impor- 
tance to serve as a deterrent to the adop- 
tion of the sales basis of recognition of rev- 
enue realization; business experience may 
indicate that the revenue deductions aris- 
ing from these sources are so inconsequen- 
tial in amount that they can be ignored, or 
that they can be forecast with reasonable 
accuracy and provided for by reserves 
created during the period of sale by charges 
to revenue. 

The adoption of the point of sale as the 
usual point of recognition of revenue reali- 
zation is a matter of accounting conven- 
tion rather than a matter of accounting 
principle. Or, more precisely, it is one of 
the conventions which conform with the 
principle. The governing accounting prin- 
ciple is: Revenue should not be regarded as 
earned until an asset increment has been 
realized or until its realization is reasona- 
bly assured. Two other conventions are, 
under certain conditions, also in conform- 
ity with this principle: a convention of tak- 
ing up profits before all the requirements of 
a completed sale have been met, and a con- 
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vention of postponing the taking of profits 
until some time after a sale has beep 
made. 

The taking up of profits before all the 
requisites of a sale have been met appears 
to be in conformity with the underlying 
accounting principle if goods are manu- 
factured under a cost-plus contract and the 
amounts of revenue applicable to com- 
pleted portions of the contract are deter- 
minable, and if the realization of the reve- 
nue is reasonably assured even though de- 
livery and transfer of title have not been 
made. 

The taking up of profits on fixed-price 
contracts in process is less surely in con- 
formity with the underlying principle, be- 
cause the ultimate profit is a matter of es- 
timate. However, when the execution of a 
contract extends into two or more account- 
ing periods there may be a question as to 
whether the income statements fairly re- 
flect the results of operations during these 
periods if the entire revenue is taken into 
earnings in the period of completion, par- 
ticularly if the major portion of the work 
was done prior to the period of completion. 
Moreover, if the proprietorship personnel 
changes while the contract is in process, 
questions of equity to the changing part- 
ners or stockholders arise, and the ac- 
countant may feel that consideration 
should be given to these questions of 
equity as well as to accounting principles. 
If profits are taken on such uncompleted 
contracts, it should be recognized that the 
action is taken, not because the profit has 
been surely realized, but because, for rea- 
sons of accounting expediency or reasons 
of equity, it seems desirable to take a rea- 
sonable chance that a profit ultimately will 
be realized on the work done. 

In such industries as meat packing, in 
which joint-cost problems arise because 
numerous products are derived from ma- 
terial acquired at an indivisible cost, the 
valuation of inventories on an exact cost 


basi 
ble, 
con 
sell 
at 
cou 
in 
is 
su 
va 
ve 
ue 


profits 
has been 


re all the 
t appears 
nderlying 
manu- 
t and the 
to com- 
re deter. 
the reve. 
ough de- 
not been 


ed-price 
in con- 
iple, be- 
er of es- 
ion of a 
.ccount- 
on as to 
re- 
ig these 
en into 
par- 
e work 
dletion. 
rsonnel 


Principles and Conventions 365 


basis is impracticable and often impossi- 
ble, and valuation on a selling-price basis 
(with or without certain deductions) is a 
convenience. Inventory valuation on a 
selling-price basis results in taking a profit 
at the production stage, but such an ac- 
counting procedure does not appear to be 
in conflict with the governing accounting 
principle if the realization of the revenue 
is reasonably assured because of the as- 
sured marketability of the product at a 
price at least equal to the inventory 
value. 

Very plausible arguments have been ad- 
vanced for taking increments in asset val- 
ues into the accounts prior to sale if the 
production process consists of a natural in- 
crease during two or more accounting pe- 
riods. Such conditions exist in the case of 
growing crops, timber, and live stock, and 
in the case of some inventories, such as 
wines and liquors, which increase in value 
as a result of aging. Although such incre- 
ments in value are in certain instances rec- 
ognized as income for tax purposes, the 
conservative procedure from a general ac- 
counting standpoint is to set up reserves to 
offset any recorded increases in the assets 
or in the asset valuations, and to maintain 
these reserves until the assets are sold. 

The convention of postponing the taking 
of profits until collections of the sale price 
are made has been adopted in instalment 
sales accounting because of the unusual 
collection hazards and the considerable 
collection expenses to be incurred in peri- 
ods subsequent to sale. This convention 
appears to be in conformity with the un- 
derlying accounting principle relative to 
revenue realization, because the realization 
of the revenue may not be reasonably as- 
sured at the time of the sale. 

When should revenue from services, as 
distinguished from sales of merchandise, be 
taken up? The logical answer probably is: 
when the service is rendered. Such an ac- 
counting procedure gives rise to the com- 


mon practice of making adjustments for 
income earned but not collected, and for 
income collected but not earned. However, 
the taking up of revenue from services fre- 
quently is postponed until the service is 
completed and billed, because of uncer- 
tainty as to the amount to be charged; or 
until the cash is received, because of un- 
certainty as to collection; or until the date 
of billing or collection, for purposes of post- 
poning income tax payments. If costs of 
rendering the service are incurred in a pe- 
riod prior to that in which the revenue is 
taken up, consistency of accounting treat- 
ment requires that the costs of such prior 
period be carried as deferred charges until 
the period in which the revenue is taken 
into earnings. 

Is unrealized appreciation revenue? Let 
us consider this question first with respect 
to marketable securities, as to which it is 
possible to make the strongest case for an 
affirmative answer. If marketable securi- 
ties were purchased for $50,000, were 
worth $60,000 at the end of the year of 
purchase, and were sold for $70,000 in the 
following year, was there a $20,000 profit in 
the second year or a $10,000 profit in each 
year? While it possibly may be said that 
$10,000 of the profit accrued each year, and 
while it certainly can be said that a $10,000 
profit could have been realized the first 
year, it nevertheless is true that realization 
did not occur until the second year. The 
requirements of the accounting principle 
relative to revenue realization were not 
met during the first year because, when 
the management elected not to sell at the 
end of the first year but preferred to take 
the hazards of market fluctuation, there 
was no realization of profit nor any reason- 
able assurance that a profit would be real- 
ized. 
If readily marketable securities cannot 
properly be valued at a price in excess of 
cost, although a profit could be immedi- 
ately realized by a sale at the market price, 
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the valuation of inventories at market 
prices in excess of cost is, under ordinary 
conditions, even less proper. A rise in mar- 
ket selling prices usually is not immedi- 
ately realizable, for it rarely is possible, 
and might be inexpedient if possible, to sell 
the total inventory at market price at the 
end of the period, as could be done with 
marketable securities. A rise in market 
purchase prices is not a realized profit, nor 
is it necessarily a potential profit, since 
increases in market purchase prices are 
not always followed by increases in mar- 
ket selling prices with sufficient prompt- 
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ness to effect a corresponding increase in 
the margin of gross profit. If, in recognition 
of the basic principle of revenue realization 
stated on a preceding page, it is considered 
improper as a general rule to regard any 
profit as being earned by manufacturing 
or by any other operating activities prior 
to sale, how much less can it be regarded 
as proper to take up as realized revenue 
mere increases in value resulting from rises 
in market prices which did not result from 
any of the activities in which commercial 
enterprises engage as a prerequisite to the 
earning of profits. 


THE MEANING OF “PUBLIC 
ACCOUNTANT” 


NorMAN E. WEBSTER 


dictionary definition of “public ac- 

countant”’ will serve: “An account- 
ant whose services are available to the pub- 
lic.” (Webster's 1935 edition). For other 
purposes it may be useful to define public 
accounting more broadly: “The practice of 
the art of accounting by men whose serv- 
ices are available to the public for compen- 
sation. It may consist in the performance 
of original work, in the examination and 
revision of the original work of others (au- 
diting), or in rendering of collateral serv- 
ices for which a knowledge of the art and 
experience in its practice create a special 
fitness.” (Accounting Research Bulletin, No 
7, American Institute of Accountants, No- 
vember, 1940.) 

Since some of the work of a public ac- 
countant is affected with a public interest, 
a definition suitable for use in a statute may 
be needed. 


“The public practice of accountancy within the 
meaning of this article is defined as follows: A 


F« SOME uses a simple and concise 


person engages in the public practice of account- 
ancy who, holding himself out to the public as an 
accountant, in consideration of compensation re- 
ceived, or to be received by him, offers to perform 
or does perform, for other persons services which 
involve the auditing or verification of financial 
transactions, books, accounts, or records, or the 


preparation, verification or certification of finan- ~ 


cial, accounting and related statements intended 
for publication or for the purpose of obtaining 
credit, or who, holding himself out to the public 
as an accountant, renders professional services or 
assistance in or about any or all matters of princi- 
ple or detail relating to accounting procedure or 
the recording, presentation or certification of 
financial facts or data.” (Sec. 1489, Art. 57, 
Education Law of New York, of April, 1929.) 


But the best of definitions necessarily 
have their limitations. They will indicate 
the name of a larger group of which the 
item defined is a part, and they will indi- 
cate one or at most a few characteristics 
which help to differentiate this item from 
other items in the larger group. No one 
however, who has special knowledge of the 
significance of some term, will feel that a 
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definition alone can do the term full jus- 
tice. The expert will see in his term a much 
wider connotation than can be brought 
into a definition. He has an intricate con- 
cept in mind; a handful of definitions are 
not enough to describe it as he knows it. It 
may be interesting, and possibly useful, 
therefore, to explore the historical back- 
ground of the term “‘public accountant” as 
reflected in the American literature of ac- 
countancy. 

Ever since accountants have made their 
services available to the public, there has 
been a need for informing that public of 
the work that a public accountant can do 
and of the kind of man he is. There are 
many articles in the early periodical litera- 
ture that show what the practitioners of 
these days thought on these subjects. Sev- 
eral extracts are given below about “the 
scope of the accountant’s art,” “the func- 
tions of the expert accountant,” “what an 
accountant does.” 


“The full scope of business comprises: 

“Designing books of accounts for any special 
trade, business, or purpose, and opening, balanc- 
ing and closing the same. 

“Auditing the books of accounts of all corpora- 
tions,... and of private individuals and firms. 

“Examining into the financial relations exist- 
ing between all corporations, their branches and 
agencies. 

“Auditing and certifying statements of corpo- 
rations to stockholders, or for the use of directors, 
managers and trustees, or as a basis of reports to 
state officials. 

“Auditing and certifying reports made by 
agents to principals or parent companies in other 
states or foreign countries. 

“Liquidation of the affairs of individuals, 
private firms and public corporations. 

“Investigation and adjustment of disputed 
accounts and of partnership and joint accounts. 

“Examining and reporting upon the state- 
ments, facts and financial conditions, upon the 
Strength of which it is proposed to found com- 
mercial, manufacturing, mining, financial or other 
undertakings. 

“Examining and reporting on receivers’ and 
trustees’ accounts for settlement and acceptance 
in court. 
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“Searching books of account by order of court 
for the purpose of establishing evidence of facts, 
or for testing probable theories. 

“Examining and reporting upon the accounts 
of insolvents, and upon the value of their assets. 

“Estimating and reporting on the value of se- 
curities, and comparing them with vouchers and 
entries upon account-books. 

“Supervising and directing inventories of stock 
and assets, and the proper balancing of sets of 
books, so as to show the real state of affairs of a 
business or corporation. 

“Examining the affairs of embarrassed but 
solvent debtors, and of insolvent debtors. 

“Preparation of the accounts of executors and 
administrators, and trustees; ascertaining the re- 
spective interests of Jegatees and other benefici- 
aries in the estates of deceased persons, both as to 
principal and income, and their apportionment. 

“Overhauling old books of account for stating 
the interests of minor children, or absent parties 
and for final settlement. 

“Searching for errors, intentional or otherwise, 
in accounts, and correcting the same.” (The Amer- 
ican Counting-Room, January, 1884, p. 34) 


& 


“The functions of the expert accountant are, 
perhaps, less understood by the business com- 
munity at large than it would be well to have 
them. They may be summed up under several 
heads, among which may be mentioned—first, 
planning and remodeling books so as to adapt 
them to special requirements; second, auditing 
books and verifying the balance sheets; third, 
adjusting and closing books in terms of partner- 
ship, dissolution agreements, etc.; and fourth, un- 
ravelling books and accounts which are in a tan- 
gle. Under the first of these heads the expert oc- 
cupies a commanding position as compared with 
the ordinary bookkeeper, from the fact that he 
has wide and varied expezience, and accordingly 
can do more than even an equally competent man 
who has been restricted to ordinary lines of prac- 
tice. Under the second head, the expert’s sys- 
tematic training is a continuous safe-guard 
against errors and frauds, and a satisfaction as 
well to those in charge of the cash as to those in- 
terested in the profits. Under the third head the 
expert sees that all questions of depreciations, re- 
newals, drawbacks, doubtful debts and other con- 
tingencies are duly considered, while under the 
fourth head his trained and practiced skill finds 
clues in a mass of confusion, and soon determines 
the shortest way out.” (The Office, September, 
1886.) 


* * & 
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“The professional practice of a public ac- 
countant embraces within its extensive and varied 
scope the following, viz.: 

“The designing and planning of books and ac- 
counts, so as to adapt them to the requirements of 
any particular business, and thereby show the 
working of the various departments thereof; also 
the devising a proper organization to furnish the 
details necessary to aid the management in ob- 
taining results with the least possible amount of 
labor, and at the same time insuring correctness 
in all particulars. 

“The critical examination and auditing of the 
books and accounts of corporations, including 
railroad companies, banks and insurance com- 
panies, municipal corporations, water and gas 
works, and all other public, mercantile and manu- 
facturing companies, as also those of private in- 
dividuals and firms; the preparation of balance 
sheets, trading and profit and loss accounts per- 
taining thereto for the guidance of stockholders 
and others interested therein. 

“The investigation and adjustment of partner- 
ship accounts, for the determination of the respec- 
tive interests of partners and their representatives. 

“Examining and reporting upon statements 
and conditions upon which it is proposed to found 
commercial, manufacturing, financial and other 
undertakings. 

“The compilation and examination of re- 
ceivers’ and trustees’ accounts for filing in the 
courts, and also the account of insolvent busi- 
nesses and the preparation of statements of af- 
fairs and deficiency accounts for the purpose of 
ascertaining the status of the estate, and so guid- 
ing creditors in the determination of their inter- 
ests. 

“The settlement of depreciations, renewals, 
discounts, the provision for doubtful debts and 
contingencies on the closing of accounts at the 
termination of the fiscal year, and the incorporat- 
ing of the same in balance sheets, preparatory to 
determining the net profits of the year. 

“The ascertainment of results in questions of 
dispute; the elucidation of facts from books and 

accounts in the adjustment of questions of law 
where accounts are involved. 

“Generally advising and assisting in the or- 
ganization of offices, in the form of books and 
other things required for the conduct of business 
of various descriptions, so that proper safe- 
guards and methods may be adopted to insure 
correctness with dispatch and the proper classi- 
fication of details for obtaining results.” (Pam- 
phlet by the American Association of Public Ac- 
countants, 1888) 
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DUTIES AND RESPONSIBILITIES OF AUDITORS 


“Make special or regular audits of books and 
accounts for principals, treasurers, cashiers, in- 
vestors, directors, special partners or others. 

“Review the balance sheets of firms or cor- 
porations, conduct arbitrations, adjust partner- 
ship accounts, and make settlements; make par- 
tial or thorough investigations and give results in 
concise and intelligible reports. 

“Devise and invent books to meet special re- 
quirements; originate printed forms for cor- 
respondence and reports; introduce voucher sys- 
tems and exhibits with plans for saving labor and 
detecting errors. 

“Advise directors of corporations, treasurers, 
cashiers, trustees, receivers, administrators, audi- 
tors or accountants, upon questions arising in the 
discharge of fiduciary duties; in auditing or ex- 
amining contested or tangled accounts; opening, 
closing or keeping the books of firms, corpora- 
tions, banks, etc. 

“‘Keep the special or private books or ledgers 
of firms or corporations for partners, principals, 
officers or directors, making up special or periodi- 
cal exhibits showing results of operations inde- 
pendent of work of regular bookkeeper. 

“Give counsel and assistance in organizing 
joint-stock companies, attend preliminary meet- 
ings, serve temporarily as secretary and assist 
appointees to official positions in the proper dis- 
charge of their trusts. 

“Make examinations for clients and report to 
them on business interests, value of stocks or 
bonds of incorporated companies, municipal cor- 
porations, town, county or other branches of gov- 
ernment. 

“Prepare and attend to the filing of prelimi- 
nary reports and final accountings for receivers, 
assignees, executors, trustees and others filling 
similar positions.” (Business, April, 1896, p. 188.) 

These statements of what an accountant 
was prepared to do were made fifty to sixty 
years ago. When the asserted functions are 
classified into a few groups it is evident 
that the practitioners of that time were 
willing to operate an accounting system (at 
least to the extent of opening and closing 
the accounts); design or remodel account- 
ing systems; audit accounts and verify 
balance sheets (also search out errors, or 
unravel books in a tangle) ; give advice and 
counsel (on fiduciary matters, on organiz- 
ing joint-stock companies) ; make investiga- 
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tions and reports. This last service was ex- 
ceedingly diverse, dealing as it did with: 
insolvents, receiverships, liquidations, dis- 
puted accounts, searching accounts for evi- 
dence to be used in court, examining the 
fnancial condition of concerns prior to 
merger or in corporations; reviewing cor- 
poration balance sheets; estimating the 
value of securities. 

These descriptions of the services per- 
formed tell much more about public ac- 
countants than definitions could possibly 
do. It will help to complete the picture to 
note also some of the early statements 
about the personal qualifications of the 
public accountant. 


“According to the best American lexicogra- 
phers there can be but little difference in the two 
terms. An accountant is described as a keeper of 
accounts, while the definition of a book-keeper is 
a keeper of account-books. We believe it is cus- 
tomary in this country to use the words syn- 
onymously. But as to whether our lexicographers 
have been sufficiently searching in their inquiries, 
and if possessed of the necessary practical knowl- 
edge of the art of keeping and examining accounts 
to have given a perfectly correct explanation of 
the two terms, may be a question for discussion. 
We know that in Great Britain, and, we believe, 
in British provinces generally, the two words have 
widely differential meanings—at least they have 
in their common or practical usages. In England, 
and also with our cousins just across the northern 
boundary, the title of accountant is applied to a 
class of professional persons almost as separate 
and distinct from the class known as book-keepers 
as are the judges of courts distinct from the gen- 
eral class of attorneys. A judge must of course be a 
lawyer, but it is not necessary for that reason 
that all lawyers must be judges.... 

“Tt is expected in the countries referred to, 
that every accountant must be a book- r— 
so far at least as possessing a knowledge of how 
books of account should be kept, may extend. And 
it is expected that he has served a term, and had 
experience in examining accounts for cases in 
legal controversy, in liquidations, bankruptcies, 
etc., which gives him a special qualification.” 
(The Bookkeeper, May 23, 1882.) 


“Uniformity of reports, however, is but one 
step in the reform which is necessary. A still more 
important one is the removal of reports from the 


possibilities of interested coloring, and this can 
only be done by the compulsory adoption of the 
English method of periodical audit by outside 
professional accountants, duly qualified and 
sworn. An English corporation elects its auditors, 
it is true, and to that extent they become officers 
of the company, but this election is made from 
the list of Chartered Accountants who have 

examination for capacity, and who are 
held to a rigid responsibility for the acccuracy of 
their examinations and reports. They are abso- 
lutely independent of the firm or corporations 
whose accounts they examine and whose balance 
sheets they prepare for the shareholders. Their re- 
ports are looked upon as conclusive, and upon 
them dividends are declared and public opinion 
based. We have as yet no Institute of Chartered 
Accountants, but financial and business men 
should be roused to an insistence upon some simi- 
lar organization, and meantime stockholders and 
bondholders should be assured through inde- 
pendent audit by the best available public ac- 
countants, that exact facts are fully disclosed.” 
(The Office, January, 1888; part of a letter pub- 
lished by a Wall Street banking house on reform 
in railway accounts.) 

‘When the lexicographers gave the definition 
of accountant as ‘one who is skilled in, or keeps 
accounts,’ the compilers of the dictionary covered 
the ground, but in a partial and general sense. 
‘Skilled in accounts’—to quote from the defini- 
tions—the dangerous latitude of possibility in this 
gives a significance which is really the key to the 
mystery of what, to an unthinking person, an 
accountant really is. 

A person to be feared? No; except when, with 
integrity of purpose, complete knowledge of his 
duties, adaptability for an emergency which 
comes from experience and confidence, and a ma- 
turity of judgment which weighs cause and effect 
with justice and discrimination, he seeks for and 
finds evidence of wrong-doing and fraud which 
the over-reaching shrewdness of dishonesty has 
hidden from casuai <bservance. 

“A person to be respected? Yes; for the re- 
sponsibility assumed, the untiring application and 
industry necessary to fitness for the work under- 
taken, the constant appreciation of the relations 
to others against whom he may be searching for 
damaging evidence, seeking, in many instances, 
for that which he does not wish to find, and yet 
with the unerring testimony of the gradually de- 
veloping facts growing upon the pages before him. 
Standing as the mentor whose wisdom and im- 
partiality may check the erring or do justice to 
the ne accused, he is the safeguard to 
all . 
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“The accountant has integrity and responsi- 
bility as his birthright when he enters the guild, 
and an independent audit, under similar organi- 
zation, would disclose the facts, and to a large 
degree cut short the story of defalcation, irregu- 
larity, failure and disaster which is but far too 
frequently told in America, and which points its 
own moral—severe and lasting as it is, to those 
who suffer.” (Pamphlet by the American Associa- 
tion of Public Accountants, 1888.) 


“The functions of the latter [professional audi- 
tors] are analogous to those of a physician to a 
life office. Before entering upon the risk of insur- 
ing a man’s life the insuring company requires his 
condition to be audited by a skilled expert. Such 
expert—the physician—is enabled by his training 
to arrive at conclusions generally correct after a 
short examination of the subject. He knows how 
to detect by his instruments and soundings the 
symptoms of the common human diseases, while 
a similar examination by an unskilled person 
would lead to no reliable conclusion ... . 

“His duty being, as already indicated, to sat- 
isfy himself that the directors place a bona fide 
statement of the results of their dealings .. . he 
[the auditor] must be satisfied that the balance 
sheet is a fair one, properly drawn up; if, however, 
he be not satisfied he must not alter it except with 
the consent of the directors. They ... have the 
right and the duty to put before the shareholders 
their view of the results of their management; the 
auditor’s duty, if he does not consider the balance 
sheet fairly represents those results, and he can- 
not convert the directors to his view, is to report 
to the shareholders in what respects he considers 
it wrong or misleading... .” 

“From what we have written it will be appar- 
ent that auditing, instead of being a matter merely 
of arithmetic and verification of simple facts, as is 
generally supposed, requires for its proper per- 
formance, trained skill, tact, and judgment of a 
high order.” (Business, February, April, May, 
1895; reprints from Bankers Magazine, London, 
of a paper by A. H. Gibson, F.C.A.) 


During the meeting in Detroit, on Sep- 
tember 17 and 18, 1896, at which there was 
organized the National Association of Ac- 
countants and Bookkeepers, A. J. Horn of 
Cleveland delivered an address, partly 
printed in Business for October, 1896, page 
440, in which he quoted someone whom 
he identified only as “a prominent manu- 
facturer who knew a good thing when he 
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saw it.” The quotation was the following 
description of a public accountant. 


“A Doctor of Accounts must be a man of good 
mentality, of keen perception, of sound judgment, 
and practical business qualifications. 

He must be thoroughly posted in all new de- 
velopments in his profession. 

He is accurate in commercial calculations. 

He is systematic in the arrangement of ac- 
counts, giving the greatest possible information in 
the most condensed form. 

He is a genius in inventing and devising new 
systems of accounting adaptable to any kind of 
business. 

He examines and probes every matter referred 
to him. 

He is endowed with the faculties of causability 
and can therefrom locate the causes, ways, where- 
fores and remedies of adverse business conditions. 

He is an excellent counsellor with reference to 
effecting reform in the administration of affairs. 

He is lucid in his reports and expressions. 

He has the methodical faculties of a railroad 
dispatcher in order that the various business op- 
erations may not collide in the great road of trade 
and commerce. 

He has the investigating faculties of a detec- 
tive. 

He has the argumentative force of an attorney. 

He has the perseverance of an astute politician. 

He has more secrets to keep sacred than any 
other living man. 

He is a man of good address, genial tempera- 
ment, courteous manner, strong character, and 
honorable motives. 

He is a ‘hail fellow well met’ beloved and re- 
spected by the business and civil community.” 

The extracts given above are all dated 
prior to the first CPA law. They reflect 
current opinion of that period regarding 
the scope of the public accountant’s work 
and his personal qualifications as a profes- 
sional man. After the New York CPA law 
became effective (April 17, 1896), there 
was new reason for defining the term “‘pub- 
lic accountant.” For, so far as has been 
learned, this was the first statute that in- 
cluded this term. In the first section of the 
law there were the related expressions, 
public expert accountant, Certified Public 
Accountant, and the abbreviation CPA. 
Section 3 states the following: 
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“The Regents may in their discretion, waive 
the examination of any person possessing the- 

ifications mentioned in Section 1, who shall 
have been, for more than one year before the 
passage of this act, practicing in this state on his 
own account, as a public accountant, and who 
shall apply in writing for such certificate within 
one year after the passage of this act.” 

The administration of this first Certified 
Public Accountant law was placed with the 
Regents of the University of the State of 
New York, which, it may be well to note in 
passing, is not an educational institution, 
but a supervisory body for the determina- 
tion of educational policies, with an ad- 
ministrative organization for making its 
policies effective. 

To make effective the provisions of the 
new law, the Regents created the Board of 
Examiners for Certified Public Account- 
ants that was authorized by Section 2 of 
the Act. Of the first three appointees to the 
board, two were listed in the 1896 issue of 
the New York Business Directory as public 
accountants. The minutes of the Board 
show that it held its first meeting for or- 
ganization on October 28, 1896. 

Two weeks later, on November 12, 1896, 
the Board adopted rules for its work. Rule 
4 provided for the waiver of the required 
examination upon the “unanimous recom- 
mendation of the examiners” if the appli- 
cant was “well-known to examiners as 
meeting professional requirements” and 
had been in “‘practice as a public account- 
ant since January 1, 1890.” And at its 
fifth meeting, on December 1, 1896, the 
Board disapproved application #40 for 
certification without examination, “he not 
being in practice as a public accountant 
upon his own account in this State.” 

During its first five years to June 30, 
1901, the Board rejected 29 such applica- 
tions, suspended action upon 19 applica- 
tions for more evidence of practice, and 
approved 132 applications for waiver of 
the examination. And, so far as is shown 
by its minutes, it took such action without 
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considering it necessary to define the term 
“public accountant,” although on Decem- 
ber 22, 1896, it indicated that work similar 
to that practiced by a public accountant, 
if performed for a single corporation em- 
ployer, was not that of a public account- 
ant. 

By March 29, 1899, another need for a 
definition of a public accountant had 
arisen, for on that date the Pennsylvania 
CPA Law was approved. Under it there 
were two reasons for a knowledge of the 
meaning of the term: first, Section 2 re- 
quired that three of the board of five ex- 
aminers “shall be public accountants, who 
shall have been in practice as such for at 
least five years”; and second, as in the New 
York Law, there was a provision for the 
waiver of the examination in the case of 
those persons who had been practicing in 
the state as public accountants for a stated 
period, which in Pennsylvania was fixed at 
three years. 

Whether or not the Board of Examiners 
itself formulated a definition of a public 
accountant, or of the public practice of ac- 
countancy, it appears that the earliest or- 
ganized effort to secure such definition was 
made in Pennsylvania and only a short 
time after the organization of the Board of 
Examiners in that state. 

The Public Accountant, publication of 
the Pennsylvania Institute of Certified 
Public Accountants in Philadelphia, car- 


. ried the following editorial in its issue of 


January 15, 1900, page 43. 


“Outside of a limited circle of financial men 
the utility of the public accountant was little 
known and appreciated in this country up to a 
few years ago. But the rapid growth of so-called 
trusts has helped carry the doctrine all over the 
United States, and today the public accountant 
is to be found in practice in all the large cities of 
the country. 

“And yet the question is constantly being 
asked, ‘What is a Public Accountant?’ The aver- 
age financial man in the principal eastern cities 
knows full well the use of the professional account- 
ant, and knows how important a part he plays in 
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the drama of commercial life, though he is often 
very reluctant to call in the accountant’s services. 
But the banker, manufacturer and merchant of 
the middle and western states has until recently 
had little opportunity of learning the very useful 
sphere that the public accountant fills, and they 
have yet to learn that it is far better to call in the 
public accountant as a physician than as a coro- 
ner. 

“To elicit an exchange of views as to what a 
public accountant really is, the editor of this 
paper has invited several of the leading profes- 
sional accountants to contribute each a definition. 
There has been a very generous response to the 
editor’s invitation, and the first six of these defi- 
nitions are given in this number. The others will 
follow in detachments of six definitions in each 
number.” 


During the months from January to 
June, 1900, The Public Accountant printed 
answers from 29 accountants in 8 cities. 
In each issue the answers came from dif- 
ferent parts of the country. In this sum- 
mary the answers from each city are 
brought together. From Philadelphia seven 
replies were received. 


“A thoroughly capable accountant who is at 
the service of the public for the solving of any and 
all bookkeeping problems that arise in merchan- 
tile or professional business. His one asset ‘abil- 
ity’; his trade mark ‘integrity.’ 

William H. Cullen 


“A public accountant is one engaged profes- 
sionally in the practice of accountancy; the term 
accountancy being understood to cover all forms 
of investigations of accounts for the determina- 
tion of financial conditions, detection of frauds 
or prevention thereof, or for whatever purpose 
data obtained from the accounts may be re- 
quired.” 

William M. Lybrand 


“‘A public accountant is a man fearless and un- 
prejudiced, with the ability to look at both sides 
of a question; one who will not allow his honest 
opinions to be changed by client or adverse party; 
who dictates and is never dictated to; who places 
his devotion to his profession above the oppor- 
tunities for gain by questionable means.” 

Robert H. Montgomery 


“One who by reason of intellectual fitness and 
experience is competent to design and direct sys- 
tems of accounting; critically examine books of 
account respecting their accuracy, honesty and 
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adequacy; prepare therefrom clear and adequate 
exhibits of financial condition and operations; 
and, generally to advise in all matters pertaining 
to accounts.” 

Adam A. Ross, Jr, 


“‘A public accountant is one who, being skilled 
in accounts, examines, supervises, adjusts, states 
and keeps accounts, and designs and inaugurates 
systems of accounting. His services are not lim- 
ited to or controlled by one employer, but may be 
secured by all who require them.” 

T. Edward Ross, 


“A disinterested adviser of the business man, 
One who can warn him of dangers and protect his 
interests.” 

Charles N. Vollum 


“‘A public accountant is one who not only mas- 
ters the intricacies of the accounts of one business, 
but who is master of all business and professional 
accounts, and who is fearless in his knowledge, 
placing all truths plainly without regard to client 
or patronage.” 

Robert B. Vollum 


From Pittsburgh there were three answers. 

“A person possessing capabilities to success 
fully ferret out and clearly exhibit the facts in- 
volved in some financial tangle; business experi- 
ence to fit him to advise in, or manage important 
matters; inventive genius to contrive a neat fitting 
set of books; detective acumen to scent out un- 
suspected errors or facts; legal bent to discover 
and bring out points in a case, and tact to get 
valuable information without friction and know, 
from long experience, where to direct his atten- 
tion.” 

William W. Edgar 


“A public accountant is one who professionally 
practices the career of an accountant to the gen- 
eral community. He is one who holds himself 
ready to accept special engagements from the 
people, in which his advice, discretion, experience, 
knowledge in the science and skill in the art of ac- 
countancy may be deemed desirable and neces- 
sary.” 

“Equity” (described as one of the most 
prominent accountants of the state) 


“One qualified by training and experience in 
the science and practice of accounting; who 
originates systems of accounts adapted to special 
lines of business; who examines, critically, the ac- 
counts of corporations and others to verify their 
correctness, or to detect errors or fraud; and who 
advises on matters of accountancy.” 

Francis J. Rebbeck 
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from Chicago there came eleven answers. 
“One publicly recognized as having competent 
knowledge of commercial laws and usages; ability 
in quickly mastering operating details; ready dis- 
cernment of improper entries; accurate apprecia- 
tion of values and mechanical contrivances; re- 
puted integrity toward private confidences. En- 
dowed with a keen sense of equity and unbiased 
judgment. A thorough student of economics.” 
H. F. Butler 


“Assuming the fundamental tastes and train- 
ing, he must have a logical, orderly, inquisitive, 
probing mind; a decisive manner and a resolute 
will, coupled with a tactful and gracious disposi- 
tion; a ready approach with discretion and a re- 
sourcefulness to meet obstacles; a proper reserve 
and absolute integrity as to the business intrusted 
to him. As the eye is the index to the soul, so the 
public accountants should be the index and guide 
through the perplexities of commercial life.” 

John Alexander Cooper 


“My understanding of a public accountant is 

a member of the profession who devotes his entire 

time to accountancy, who maintains a permanent 

office in a public place, and whose line of practice 

is such as to cause him to be recognized as a 

specialist in all matters pertaining to accounts.” 
Lawrence A. Jones 


“A man’s books are the written history of his 
business. In them are recorded the experience of 
years. It is important that these records be cor- 
rect. A public accountant is a specialist in ac- 
counts and in the varied and complex interests of 
our present business life he is a necessity.” 

Robert Nelson 


“A public accountant acknowledges no master 
but the public, and thus differs from the book- 
keeper, whose acts and statements are dictated 
by his employers. A public accountant’s certifi- 
cate, though addressed to president or directors, 
is virtually made to the public, who are actually 
or prospectively stockholders. He should have 
ability, varied experience and undoubted in- 
tegrity.” 

Charles C. Reckitt 


‘A person whose training enables him to un- 
derstand and examine into all classes of accounts 
and books subsidiary thereto, with the object of 
presenting to his client, without fear or favor, re- 
ports and statements accurately setting forth the 
past workings for a given period, present financial 
condition, and future prospects.” 

Ernest Reckitt 


“The public accountant should be thoroughly 
schooled in the practical, as well as the technical 


application of science of accounts, well read in 
the laws and ethics of finance and commerce, keen 
visioned (mentally and physically), capable of 
hard work, rigidly conscientious, patient, saga- 
cious and be versed in professional etiquette.” 
George J. Rehm 


“One having a natural aptitude for the mani- 
fold requirements of the business. Having this, 
a good education, extensive practical experience, 
courteous deportment and sterling integrity, he 
may rightfully claim to be in the full sense of the 
words, a public accountant.” 

Allen R. Smart 


“A public accountant should be a thorough 
figure-man and organizer, having an analytical 
mind, a knowledge of all laws affecting commerce 
and of the best business methods, able to apply 
them to any business. In other words should be a 
thorough business expert, able to practically 
apply his knowledge.” 

Walton, Joplin & Co. 


“A professional accountant, whose services are 
available to the public for a fee or per diem re- 
muneration, as may be arranged. To be successful 
he must be honest, diplomatic, fearless, versa- 
tile, indefatigable, experienced, perspicuous and 


skilled in his craft.” 
George Wilkinson 


“A public accountant is one, who, from a thor- 
ough knowledge of the science of accountancy, 
combined with long experience, is competent to 
analyze or dissect a set of accounts and verify 
the correctness or expose the errors or fraud in 
same. He must, necessarily, be honest, fearless 


and incorruptible.” 
H. J. D. Wodrich 


From San Francisco two answers came. 


“One who is expert in accounts and so entirely 
familiar with the science of bookkeeping that he 
can readily apply the principles of that science to 
the requirements of any business by the most 
practical and direct methods. One who is fitted 
by education and experience to examine ac- 


counts.” 
Francis E. Beck 


‘A public accountant is a person appointed for 
the purpose of examining into and passing judg- 
ment upon books, accounts and general business 
transactions. This he must do conscientiously and 
impartially, accompanying his assertions with 
proper proofs, and gaining by the execution of his 
duties the respect of friend and foe.” 

Charles F. Lutgen 
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From Boston there came one reply. 


“An expert specially in matters of account. 
Keeping an office open at call of public men, being 
paid for time occupied, not being a salaried book- 
keeper, having some recognized professional sta- 
tus, in continuous practice for many years on his 
own account or in the office of another expert.” 

Wm. Norton Reid 


From Newark also one reply came. 


“The public accountant is born not made,— 
should have a natural aptitude for accounts, a 
fair knowledge of the principles and practice of 
law, should possess a judicial mind, never swaying 
from exact truth. His statements should be sim- 
ple, condensed, and if possible comprehensible to 
all, perfectly honest.” 

Richard F. Stevens 


From Buffalo again one answer was re- 
ceived. 


“A public accountant is a person who renders 
to others a degree of temporary service so valu- 
able that they could not afford to engage his en- 
tire time. His report should be so comprehensive 
that it will be a retrospective view, a present ex- 
position, and a basis for all future operations.” 

William G. Mowatt 


And from New York City there were three 
replies. 


“A public accountant should be a friend to the 
erring; a schoolmaster to the ignorant, a spur to 
the indolent, a warning to the trickster, an eye- 
opener to the wideawake, a guide to Heaven.” 

Franklin Allen 


“The public accountant is the consulting 
physician of finance and commerce. He under- 
stands the anatomy and physiology of business 
and the rules of health of corporations, partner- 
ships, and individual enterprises. He diagnoses ab- 
normal conditions, and suggests approved reme- 
dies. His study and interest is the soundness of the 
world of affairs.” 

Charles W. Haskins 


“The ideal public accountant is he who, with- 
out trenching on existing authority, system- 
atically examines the accounts and methods of 
business of the institution in which his patron is 
interested; renders an intelligible certified report 
of its financial condition; and, if necessary, sug- 
gests a safer or more economical method of ac- 
counting.” 

Elijah W. Sells 
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Only 7 of these answers mentioned the 
professional status of the public account- 
ant in that he offers his service to the gen- 
eral public, and only a few particularized 
as to the nature of the services he offers to 
render, except that about one-half of the 
statements say that he is prepared to be an 
advisor to his clients. But there was a 
greater unanimity as to what the public 
accountant should be and how he should 
act. Generally the replies stressed two 
things—the qualifications which the public 
accountant should possess, and the prin- 
ciples which should govern his activities, 
As to the qualifications, 9 mentioned the 
desirability that he have educational prep- 
aration, 10 that he should be experienced, 
13 that he should be thoroughly capable, 7 
that he should have tact and courtesy, and 
4 that he should possess imagination. And 
as to governing principles, 10 stressed hon- 
esty, 6 that he must be unprejudiced, and 4 
that he be fearless. 

A similar need for a definition of a public 
accountant arose from the phrasing of the 
Illinois CPA law, passed May 15, 1903. 
Between that date and February, 1905, 
Dean David Kinley, then chairman of the 
Committee on Accountancy of the Univer- 
sity of Illinois, “sought the opinions of a 
large number of accountants concerning 
the proper sphere of the work and duties of 
the accountant.” (The Auditor, Chicago, 
February, 1905, p. 88; also see the Journal 
of Accountancy, July, 1906, p. 87.) This 
search had a sequel: 

In the files of the late George Wilkinson, 
who in the early years was secretary of the 
organization that preceded the Illinois So- 
ciety of Certified Public Accountants, 
there was found an interesting document 
which the executor gave to me. It consists 
of two sheets 14” X17" and is handwritten, 
apparently by Mr. Wilkinson. It is cap- 
tioned: “Condensed statement of replies 
received in answer to query of Dean David 
Kinley of University of Illinois—What is a 
public accountant?” The pages are ruled 
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into three columns, which from left to 
right are headed ‘“‘Name of Correspondent, 
Address, Synopsis of Correspondents’ Re- 

ies.’ Single alternate lines are used on 
each sheet, the first sheet containing 21 en- 
tries, the second only 7 entries. The names 
of the correspondents are-not arranged al- 
phabetically or grouped by cities. To me it 
seems that the document includes all the 
replies that were known to the person who 
prepared it. Even so, it is of course possible 
that it is not complete since it lists only 28 
replies, whereas Dean Kinley in the Journal 
of Accountancy stated that he received be- 
tween 30 and 40. 

It is enlightening to examine forty years 
later the statements made by practitioners 
in answer to the question “What is a public 
accountant?” From Chicago eighteen re- 
plies were received. 

“A man of wide experience in the science of ac- 
counts, one employed by such as require an ac- 


countant to open, close or examine books.” 
Charles W. August 


“A competent, skillful, versatile, resourceful, 
experienced and discreet investigator in the realm 
of accounts, at the service of the public.” 

Edwin Rice Baker 


“One who by ability, study and experience is 
enabled to analyze correctly any form of accounts, 
to determine exact facts, and who has the in- 
tegrity to report exact conditions. Must have 
broad knowledge of business conditions.” 

Robert S. Buchanan 


“One who is master of the science of accounts" 
He must have had practical business training and 
possess a genera] perception of business princi- 


ples.” 
Gerald L. DeVor 


“One who is skilled and learned in creating, 
devising and recording financial, pecuniary or 
statistical accounts, not restricting his services 
to one office or set of accounts.” 

John Everett 


“One who by training and experience has ac- 
quired such knowledge of the theory and practical 
application of theory, of accounts, as to enable 
him to express a correct opinion on points of ac- 
countancy.” 


Edward E. Gore 
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_“One conversant with the science of account- 
ancy and open to employment by the general 
public.” 

A. F. Rattray Greig 


“Generally understood to imply expert knowl- 
edge by age and experience which a person of 21 
years of age cannot possibly have acquired.” 

Lawrence A. Jones 


“He should be a thorough business expert and 
able to practically apply his knowledge.” 
J. Porter Joplin 


“‘A professional man whose services are de- 
voted to organizing, examining and reporting 
upon any and all classes of accounts.” 

R. O. Macdonald 


“Principal function is study of methods of a 
business and subsequent designing of proper sys- 
tem of accounting.” 

Henry Millard 


“Principal requirements are ability to correct 
chaotic conditions and present true facts con- 
cerning accounts. Experience of business compli- 


cations a necessity.” 
Louis G. Peloubet 


“An accountant whose services are supposed to 
be at the command of any person. One versed and 
skilled in the theory and practice of accounts.” 

John C. Pirie 


“One qualified to act as special commissoner 
or referee for a court of record, to certify to cor- 
rectness of accounts required by law. Term is 
usually applied to professional accountants whose 
work, however, is virtually the opposite of public 


—i.e. confidential.” 
Charles Rudolph 


“A person possessing ability to investigate cor- 
rectness and honest administration of commercial 
undertakings, of high integrity and wide knowl- 
edge of business custom and law.” 

Philip T. Sandt 


“One skilled in accounts, practicing his pro- 
fession, the word public being used to distinguish 
him from the accountant employed by a firm or 
corporation and whose duties are limited to one 
class of work.” 

Allen R. Smart 


“A scientific, experienced accountant skilled in 
the work of accountancy and capable of planning 
and executing any kind of accountancy.” 

Carrie Snyder 
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“A person possessed of a thorough knowledge 
of business principles and methods and the best 
ways in which to express those principles in the 
books and other constituent parts of the business 
to make a harmonious whole.” 

Seymour Walton 


From Springfield, Illinois, the one reply 
was as follows: 


“A person skilled in designing, keeping, ad- 
justing and auditing accounts; versed in commer- 
cial law and business in general, who designs, ex- 
amines and reports on systems of accounts.” 

Jacob M. Appel 


From St. Louis also there was one reply: 


“One who by experience has attained a posi- 
tion of authority in the conduct and effect of busi- 
ness transactions. A business counsellor.” 

John A. Cooper 


From Cincinnati two replies were received: 


“A person engaged in accountancy as a doctor 
is in medicine, or a lawyer in law. The prefix pub- 
lic is necessary owing to the fact of bookkeepers 
calling themselves accountants.” 

Richard F. Ring 


“A public accountant is one holding himself 
in readiness to serve the public in matters of ac- 
countancy. One well versed in matters pertaining 
to records.” 

Frank E. Webner 


From Philadelphia one reply was received: 


“A person skilled in accounts and commercial 
ways offering his service to the public in auditing, 
making examinations, designing, installing, and 
advising concerning accounts.” 

Joseph E. Sterrett 


From New York five answers were as fol- 
lows: 


“One who by training and experience is fitted 
to perform professional service in devising sys- 
tems of, installing, auditing, supervising and re- 
porting on accounts. 

Frederick A. Cleveland 


“A person skilled generally in commercial af- 
fairs, and particularly in the accounts relating 
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thereto, who places his service at the disposal of 
the public.” 
A. Lowes Dickinson 


“One who by study, training and eventual ex- 
perience has the ability to render professionally 
services in inaugurating, simplifying, verifying 
and reporting on accounts.” 

Frank C. Richardson 


“A person skilled in the practice of account- 
ancy whose services are at the disposal of the 
public.” 

George Wilkinson 

“Degree should be granted only to those hay- 
ing passed CPA examination and having 3 years 
experience in practicing accountancy in office of 
expert public accountant. 

Henry W. Wilmot 


Of these 28 definitions only 3 were from 
accountants who had contributed answers 
to the Public Accountant three or four years 
earlier. And in the total, which was almost 
the same as in the earlier list, the answers 
which mentioned the professional status of 
the public accountant increased from 7 to 
13, whereas fewer particularized as to the 
nature of the services he rendered. As to 
qualifications, the answers which called for 
educational preparation increased from 9 
to 13, those which called for experience 
from 10 to 15, those which stressed ability 
dropped from 13 to 10, and only 1 men- 
tioned tactfulness instead of 7 as before. 
And as to governing principles, honesty 
was mentioned in only 2 answers whereas 
10 of the earlier answers called for it, as did 
6 that he be unprejudiced and 4 that he be 
fearless, not mentioned in this list. 

This of course was not the end of the at- 
tempts at making clear the connotation of 
the term “public accountant.” As shown 
at the beginning of this article, the prob- 
lem is still receiving attention. Since the 
problem remains, it may prove helpful to 
have a summary such as this to showa cross 
section of opinion for approximately a dec- 
ade before and a decade after the date of 
the first CPA law. 
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FOREIGN EXCHANGE ACCOUNTING’ 


E. A. SALIERS 


A statement of principles governing converston of state- 
ments of forergn subsidiaries together with a discussion 
of possible variations in procedure. 


thorities leaves much to be desired 

as regards the exact procedure to be 
followed in incorporating the results of for- 
eign branch transactions on the books of 
the home office. It is evident that several 
variants in procedure are possible, thus: 


1. The branch may be a full-fledged for- 
eign company, duly incorporated un- 
der the laws of the country in which 
it functions; or it may be unincor- 
porated, but nevertheless subject to 
the laws of the land of its domicile re- 
lating to enterprises owned and con- 
trolled abroad. 

2. As regards organization, that of the 
foreign office may vary from a mere 
agency to a fully organized and inte- 
grated enterprise, but always op- 
erated with reference to policies for- 
mulated by the home office. 


The specific organization of the foreign 
branch will depend on such factors as: 


a. The nature of the business to be car- 
ried on. 

b. The amount of capital required to be 
employed in the foreign operations in 
question. 

c. Whether all items of assets and liabil- 
ities referable to the branch are to be 
carried on the branch books. Thus 
fixed assets located abroad are some- 
times carried on the home office books. 

d. Whether a complete set of books is to 
is to be kept at the foreign branch, or 


stupy of American and English au- 


* The author wishes to acknowledge assistance - the 
rush, Betty L. Moore, Ca Poso 
Sherman Yui. 


whether the branch records are to be 
more or less incomplete, that is, no 
formal double entry books are to be 
kept, but duplicate copies of all 
vouchers, etc., are retained, originals 
being forwarded to the home office. 

e. Whether goods shipped from the 
home office are billed in dollars or in 
the foreign currency, and whether 
such goods are billed at cost, or at 
selling price, or at some arbitrary fig- 
ure. 

f. Whether or not the branch office is 
required to close its books periodically 
and prepare a statement of profit and 
loss and a balance sheet. True profit 
or loss cannot be computed unless the 
branch is given the data necessary to 
enable it to determine cost of goods 
sold. 

g. As regards statements to besubmitted 
to the home office, these may vary 
(according to the plan of organiza- 
tion) from original copies of all trans- 
actions to such summaries as pre- 
closing trial balances, or final state- 
ments of profit and loss and balance 
sheets if the branch is specifically re- 
quired periodically to go through the 
process of adjusting and closing its 
books. 

It is not desirable here to enter into a de- 
tailed consideration of the principles of for- 
eign exchange economics. The conversion 
of values from the currency of the home of- 
fice country to that of the currency of the 
branch office country is, it must be noted, 
a one-way prodecure; and the true effect 
of conversion cannot be stated until all 
values have been converted into the cur- 
rency of the originating country. However, 
just as in ordinary domestic accounting 
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procedure it is necessary to estimate items 
of income and expense in order to secure 
statements of reasonable accuracy, so it 
may be desirable to estimate the effect of 
foreign exchange fluctuations, even when 
the final and definite results cannot be 
known. 

Admitting the desirability of making 
such estimates, it then becomes necessary 
to inquire as to the reasonableness of the 
rules commonly recommended for applica- 
tion in the efforts to determine the profit 
or loss resulting from foreign exchange 
fluctuations. 


It is also necessary to decide whether to 
treat the final result as an item to be closed 
to profit and loss, or to hold it in suspense 
in view of possible reverse, and therefore 
cancelling, trends after the closing date. 

The generally accepted rules for con- 
verting items of assets and liabilities, in- 
come and expense, of foreign branches are 
as follows: 


Balance Sheet Items: 


1. Fixed assets should be converted at 
rates prevailing when they were ac- 
quired or constructed. 

2. Cash and other current assets should 
be converted at the rate prevailing on 
the balance sheet date, unless pro- 
tected by forward foreign exchange 
contracts. 

3. Current liabilities should be con- 
verted at the rate in effect at the bal- 
ance sheet date. 


Profit and Loss Statement Items: 


1. These should be converted at the av- 
erage rate of exchange applicable to 
each month, if wide fluctuations in 
exchange rates have occurred. 

2. If this plan involves too much work, a 
weighted yearly average may be used. 


Depreciation. The rule for treatment of 
depreciation is corollary to that relating to 
conversion of fixed assets. As stated by 
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Montgomery, depreciation is ‘‘an alloca. 
tion of the entire cost of depreciable assets 
to the operating expenses of a series of fis. 
cal periods,”’ hence is the part of the cost of 
fixed assets that is currently amortized. In 
order to allocate correctly the entire cost 
of depreciable assets, depreciation and the 
depreciation reserve must be converted at 
the rate applied to the fixed-asset cost. 
There are two plans for accounting for 
fixed assets used by foreign branches: 

Plan I. The fixed assets are carried on 
the branch books, in which event two col- 
umns should appear on each side of the 
fixed asset account in the branch ledger. 
Expenditures on account of fixed assets 
made by the branch should be charged to 
the account in foreign currency, and at the 
same time a memorandum entry should be 
made in the “dollar” column stating the 
dollar value of the foreign currency ex- 
pended. 

If fixed assets are purchased by the home 
office and sent to the branch, the home of- 
fice charges Branch Current account with 
dollars thus expended and notifies the 
branch of the dollar value and foreign cur- 
rency equivalent as at the date of the ex- 
penditure. Accordingly, the branch debits 
the proper fixed asset account, or accounts, 
at both dollar and foreign currency values, 
at the same time crediting Home Office 
Current account with the value expressed 
in foreign currency. When this plan is fol- 
lowed the fixed asset accounts on the 
branch books show dollar cost as well as 
cost expressed in foreign currency. 

Relative to the technical treatment of 
depreciation, three methods are available: 


1. The depreciation reserve which is ex- 
pressed on the branch books in for- 
eign currency is converted into dollars 
on a percentage basis. Thus if the 
depreciation reserve balance is 25 per 
cent of the corresponding asset ac- 
count balance, the reserve should be 
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25 per cent of the asset balance stated 
in dollars. 


2. The depreciation reserve is converted . 


at the same rate as is applied to the 
fixed asset account. 

3. Instead of computing depreciation in 
foreign currency value, it is calcu- 
lated on the dollar value of the fixed 
assets in question. 


Plan II. When fixed assets used by the 
branch are nevertheless carried on the 
home office books, the assets should, of 
course, be carried in dollars. Any expendi- 
ture made on account of fixed assets by the 
branch is charged to the Home Office ac- 
count in local or foreign currency. The 
branch notifies the home office of the ex- 
penditure and of the rate effective on date 
of expenditure, and the home office debits 
the Branch Fixed Asset account and cred- 
its the Branch Current account with the 
dollar value secured by converting at the 
stated rate. Any expenditure made on ac- 
count of branch fixed assets is of course 
charged to the Branch Fixed Asset account 
on the home office books. 

Also, under this plan, depreciation re- 
serves are set up on the home office books. 
An adjustment of the branch profit is re- 
quired on account of depreciation. of 
branch assets carried on the home office 
books, as follows: 


Branch Profit and Loss...... 
Depreciation Reserve—Branch 


Inventories. The weight of authority is 
to the effect that inventories carried in 
foreign currency should be converted into 
currency of the home office at the rate ef- 
fective at the closing date. This is also the 
tule applicable to cash and receivables. 
Inventories and accounts receivable are 
current assets soon to be realized in cash, 
as is already accomplished in the case of 
the cash account itself. Frequently too, 
realization in terms of domestic currency 


may be expected to be accomplished soon; 
but whether or not remittance to the home 
office is to be made is not an important 
consideration. 

In the case of all ordinary financial state- 
ments there exists a combination of as- 
sumptions of (a) Continuing operations, 
(b). Anticipated realization of assets in 
money. In the case of current assets the 
assumption of cash realizable value, and, 
therewith, the assumption that such value 
is realizable at the statement date, is: es- 
pecially prominent. Foreign current assets 
are assumed to be realizable in foreign cur- 
rency and it is also assumed that the for- 
eign currency values thus ascertained may 
be realized through remittances in domestic 
currency. 

The home office, on its balance sheet, re- 
ports its current assets at cash realizable 
values. The foreign exchange rate, on the 
date of such balance sheet, affords the best 
evidence of cash realizable value, in domes- 
tic currency, of the branch current assets. 

Use of the current rate for conversion of 
the inventory values, but without distin- 
guishing specifically between merchandise 
and other current assets, has the approval 
of Finney, Ashdown, and the editors of the 
Accountant's Handbook in the United 
States, and of Ramsey and Pixley (the lat- 
ter being editor of the Accountant’s Diction- 
ary) in England. The Special Committee 
on Accounting Procedure of the American 
Institute of Accountants also apparently 
approves the use of the current rate, but 
with reservations to the effect that other 
rates of conversion might be acceptable. 

A second school of thought advocates 
the valuation of merchandise inventory at 
cost (or lower of cost or market) in terms 
of domestic currency, which means that 
foreign inventory values must be con- 
verted to domestic money values at the 
rate effective on the date of purchase of 
the inventory. Those advocating this plan 
distinguish between merchandise and other 
current assets for the reason that there is 
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little difficulty in ascertaining the domestic 
realizable value of money, and because 
foreign receivables can be stated in domes- 
tic currency at a close approximation of 
their cash value by giving effect to antici- 
pated losses on uncollectible items. In- 
ventories, being farther removed from 
cash realization than are other current 
assets, are subject to more contingencies; 
consequently different rules apply to in- 
ventory values. The basis of such rules is 
cost, or the lower of cost or market. That 
converting foreign inventories at the cur- 
rent rate might result in a domestic cur- 
rency inventory entirely out of line with 
the basic rules of inventory valuation is 
shown by the following illustration. 
Merchandise purchased for $3,800 and 
shipped to Mexico City when the exchange 
rate for Mexican pesos is 19 cents costs 
the equivalent of 20,000 pesos, but that 
merchandise in the inventory stated at 
20,000 pesos at the balance sheet date, 
when the exchange rate is 20 cents, would 
be converted back into dollars as $4,000, 
an overvaluation of slightly more than 
5 per cent. Or, if the merchandise were 
shipped when the exchange rate was 20 
cents and converted into dollars of in- 
ventory at 19 cents, the valuation would 
be $3,610, an understatement of 5 per 
cent. While an understatement of value 
is more readily condoned in accounting 
practice than an overstatement, the in- 
accuracy of the lower value could not be 
justified unless the market price at the 
statement date had fallen, or the selling 
price had fallen to an extent that it would 
not cover the cost and reasonable selling 
expenses. Such devaluation would not 
ordinarily be justified on the basis of a 
lower sales value in view of the tendency 
for foreign prices to rise if the foreign 
currency falls in exchange value over an 
extended length of time. Use of the ex- 
change rate effective at date of purchase 
to convert inventories states their value 


at cost in terms of domestic currency and 
thereby avoids inaccurate balance sheet 
values, and in the profit and loss statement 
reduces inaccuracies caused by conversion 
of operating accounts during periods of 
exchange fluctuations. 

Conversion of inventory values at the 
rate in effect at the date of purchase, or the 
equivalent procedure of substituting cost 
in domestic currency, has the approval of 
Cutforth and Aveyard in England and of 
Newlove, the Journal of Accountancy 
Student Department, and the Bureau of 
Internal Revenue in the United States. 
The Special Committee on Accounting 
Procedure of the American Institute of 
Accountants recognizes it as acceptable, 
and the Accountant’s Handbook acknowl- 
edges that the use of the current rate at 
the statement date may give rise to the in- 
accuracies explained above. 

Reciprocal accounts. Some items on the 
reports of the foreign branch or subsidiary 
are reciprocal to similar items in the ac- 
counts of the home office or parent cor- 
poration; and in such cases the home 
office may substitute its own figures in 
domestic currency for those of the branch 
in foreign currency. In the case of foreign 
branches, there will be reciprocal accounts 
current in both records, and there will be 
reciprocal investment and proprietorship 
accounts in the case of subsidiary corpora- 
tions. Some authorities recommend the use 
of accounts current for recording inter- 
company merchandising transactions be- 
tween parent and subsidiary corporation. 
Any financial transactions, such as cash 
advances, will, of course, be recorded in 
separate accounts. 

The simplest arrangement for recording 
branch and home office relationships is the 
use of one account current in each record. 
The home office Branch Current account 
will show in domestic currency the amount 
of the home office investment in the branch 
and the Home Office Current account in 
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Early Accounting Problems of Foreign Exchange 


the branch ledger will show the home 
office proprietorship or residual liability 
of the branch to the home office stated in 
foreign currency. The credit balance in 
the Home Office Current account repre- 
sents net assets whose various debit bal- 
ances may have arisen under various ex- 
change conditions and been converted into 
terms of domestic currency at various 
rates. It will seldom, if ever, happen that 
the component items represented by the 
account current would be converted back 
into domestic currency at the same com- 
bination of rates used for the original 
conversion into foreign currency. Even in 
that unusual case, the account current 
represents assets arising out of branch 
profits not yet remitted to the home office, 
which assets had never been held in terms 
of domestic currency. To convert the 
Home Office Current account at any given 
rate, therefore, would result in a currency 
figure influenced by so many various fac- 
tors that it would lose all significance, 
while tending to confuse further any 
analysis of the net amount of the exchange 
variation. Substitution of the balance of 
the Branch Current account for the bal- 
ance of the Home Office Current account 
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would be easier and more effective than 
conversion of the balance of the latter 
account. 

Similar analysis applied to intercompany 
financial transactions indicates that sub- 
stitution is preferable when a parent cor- 
poration advances funds to a foreign 
subsidiary corporation; the asset in the 
parent’s accounts is reciprocal with the 
liability in the subsidiary’s ledger. For 
purposes of consolidation, the amounts 
must be equal in terms of domestic cur- 
rency; consequently, the liability of the 
foreign corporation would have to be con- 
verted at the rates effective at the dates 
of remittance by the parent. To substitute 
has the same effect as to convert at the 
rate effective for the transaction and re- 
duces computations. 

Reciprocal accounts dealing with long- 
term factors such as fixed assets at a 
branch, or investments in capital stock or 
bonds of a subsidiary, may be used to 
avoid repeated conversions. These long- 
term values do not vary according to the 
condition of the exchange market; and by 
recording them in reciprocal accounts, and 
substituting rather than converting, the 
computations of converting are avoided. 


EARLY ACCOUNTING PROBLEMS OF 
FOREIGN EXCHANGE’ 


RAYMOND DE ROOVER | 


estimate the importance of money sub- 
stitutes in medieval and early modern 
times. The Italians especially were clever 
in replacing specie by other devices in the 
settlement of debts. Their ability in this 
respect much impressed foreign observers, 


I’ WOULD be a serious mistake to under- 


* For references, see end of article. 


including the English mercantilist, Thomas 
Mun. A French satirist, in the fifteenth 
century, marveled at the ability of the 
Italians to do business without money. In 
dealing with them, he said, one never sees 
or touches any money; all they need to do 
business is paper, pen, and ink. 

This is doubtless an overstatement, but 
it contains an element of truth. Among 
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merchants, the “setting-over’’ of debts was 
a common practice despite the absence of 
negotiable instruments. Local payments 
were often made by transfer in bank 
(ditta di banco) or by transfer of credit 
(ditta) on the books of an ordinary mer- 
chant or a merchant-banker. Transfer or- 
ders were given not in writing, but by 
word of mouth.® This process is described 
by Luca Paciolo (or Pacioli) who tells us 
in his famous treatise on bookkeeping how 
one should deal with transfer banks and 
keep a record of such dealings.‘ In Paciolo’s 
time, there existed transfer, or giro banks, 
either public or private, in Venice, Flor- 
ence, Genoa, Barcelona, Bruges, and Con- 
stantinople (before 1453). The public 
banks of Amsterdam and Hamburg were 
established at a much later date. Where 
there were no transfer banks, as in London, 
for example, prominent merchant-bank- 
ers—always foreigners—sometimes ac- 
cepted deposit accounts for clearing pur- 
poses.® 

The use of oral commands to pay was 
rather satisfactory for the purpose of mak- 
ing local payments, but this method was 
not suitable for the purpose of making 
funds available in a distant place. In for- 
eign trade, the use of written instruments 
was therefore an inescapable necessity. The 
bill of exchange became at an early date 
the principal instrument by which funds 
were transferred from place to place with- 
out shipping any specie. 

As Paciolo explains, there were four 
kinds of exchange: manual exchange, ex- 
change by bills, dry exchange, and fictiti- 
ous exchange.® This study deals only with 
exchange by bills. Early bills of “exchange”’ 
always involved an exchange transaction, 
since they were payable at a future date, in 
a distant place, and in a foreign currency. 
As communications were slow, it took time 
for a bill to journey from the place of issue 
to the place of payment. Moreover, deal- 
ings in sight drafts were exceptional among 
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merchants; most bills were payable at 
usance. The usance was fixed by merchant 
custom and varied from one month be- 
tween London and Bruges to three months 
between London and Venice or any other 
Italian city.’ The purchase of a bill, there- 
fore, always involved a credit, as well as an 
exchange, transaction. The business of for- 
eign banking consisted in buying and sell- 
ing bills. It is not surprising that the word 
“banker” had the connotation of “ex- 
changer” or “exchange-dealer” in the Eng- 
lish of Shakespeare’s time. 

Bills of exchange did not become nego- 
tiable until 1650 or thereabouts. The earli- 
est endorsed bills date from 1610 and are 
exceedingly rare, which shows that the en- 
dorsing of bills was not yet a common prac- 
tice.* Before the introduction of endorse- 
ment, a regular exchange transaction in- 
volved four parties and two payments: 
usually a banker, called ‘“deliverer” (Ital. 
datore), bought a bill for ready cash from a 
taker (Ital. prenditore); at maturity the 
bill was then collected by the payee from 
the payor or drawee.*® Normally the payee 
was the agent of the deliverer, and the 
payor the agent of the taker. But these re- 
lations could be reversed: it was not un- 
common for an agent either to draw on his 
principal or to remit by sending him a bill 
for collection. As we shall see later, these 
details are important and should be kept 
clearly in mind. 

In addition to the lack of negotiability, 
there was still another peculiarity about 
medieval or early modern bills of exchange. 
The Church condemned the taking of in- 
terest. It would be wrong to assume that 
the usury prohibition remained a dead let- 
ter. Quite the contrary. The canonist doc- 
trine on usury had a profound influence on 
business practices, since interest could not 
be charged openly but had to be con- 
cealed under some form or other. As a re- 
sult of the usury prohibition, bills were 
never discounted but were bought at a rate 
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of exchange which fluctuated up and down 
according to the conditions prevailing in 
the money market. There is no doubt that 
interest was received by the banker who in- 
yested his money in the purchase of bills, 
for a hidden interest was included in the 
rate of exchange. Because of this subter- 
fuge, the structure of the money market 
was such that exchange fluctuations were 
caused either by a change in the rate of in- 
terest or by a change in the terms of inter- 
national trade.!° Today the existence of a 
special rate for sight drafts or cable trans- 
fers permits the segregation, in accounting, 
of exchange profits (or losses) from interest 
income (or expense) and the separation, in 
economics, of the credit problem from the 
transfer-of-funds problem. But in the Mid- 
dle Ages credit and exchange were welded 
together so far as foreign banking was con- 
cerned, and this fact cannot be emphasized 
too strongly. 

Today a banker who “discounts” a bill 
knows his profit in advance, since the bor- 
rower receives credit only for the face value 
of the bill minus the discount. In the Mid- 
dle Ages, however, a banker who “bought” 
a bill at a given rate of exchange did not 
know his profit in advance, but had to wait 
until his agent abroad returned the pro- 
ceeds of the bill by way of re-exchange. To 
be complete, an exchange transaction nec- 
essarily involved two bills instead of one. 
In other words, a banker had to operate 
both “outward” and “inward.” Other- 
wise, he was unable to determine his profit 
on exchange, interest included. 

In the normal course of events exchange 
dealings yielded a profit to the banker. 
But he could not tell how much of this 
profit was interest and how much of it was 
agio or disagio.’*? Medieval bankers, there- 
fore, did not attempt to separate the dif- 
ferent elements which made up their prof- 
its on exchange dealings or ‘‘banking,”’ as 
it was called. For this reason the Italian 
merchant-bankers of the Middle Ages had 


only one account, called Pro e Danno di 
Cambio or Avanzi e Disavanzi di Cambio 
(“Profit and Loss on Exchange”’), in which 
were lumped together all profits and losses 
from exchange transactions. Profits from 
trade and miscellaneous income from other 
sources were kept separate, as we shall see. 

The creation of this account Pro e Danno 
di Cambio did not solve all the accounting 
problems of the medieval banker. In order 
to engage successfully in foreign banking, 
he had to have correspondents abroad. 
Sometimes he acted as their principal, and 
sometimes as their agent. One of the bank- 
er’s problems was that he had to keep his 
accounts straight with each of his foreign 
correspondents. Another problem was 
created by the fact that the profit of the 
banker, including interest, was deter- 
mined by exchange differences. In order to 
take advantage of such differences, he had 
to operate in two markets and with differ- 
ent kinds of currency: two complicating 
factors. Exchange dealings which in- 
volved three markets, instead of two, in- 
troduced additional complications. It 
would have been impracticable, if not im- 
possible, to ascertain the profit or the loss 
on each single exchange transaction, since 
items relating to outward and inward ex- 
change did not always match and offset 
each other. In view of these difficulties, 
how did a banker determine his profit? The 
main purpose of this study is to answer 
that question. 


VOSTRO AND NOSTRO 
ACCOUNTS 


Paciolo is of no help in this connection. 
He does not deal with this problem of profit- 
determination, either in his treatise on 
bookkeeping or in his treatise on exchange. 
It is therefore necessary to resort to the ac- 
tual business records of medieval mer- 
chant-bankers. An examination of these 
records reveals that the bankers solved the 
problem under discussion by opening for 
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their foreign correspondents two different 
accounts, a Nostro and a Vostro account. 
Such accounts are still kept today by firms 
doing business with foreign countries. 
There is little difference between the pres- 
ent and the past with regard to the exter- 
nal characteristics of these accounts. Vos- 
tro accounts are still kept only in domestic 
currency. In contrast, Nosiro accounts 
have an additional memorandum column 
for foreign currencies. Nostro accounts also 
require adjustment for exchange differ- 
ences in order to balance in foreign, as well 
as in domestic, currency. This was true in 
the fourteenth, fifteenth, sixteenth, and 
seventeenth centuries. Despite these anal- 
ogies in form, Vostro and Nostro accounts 
were not used then for quite the same pur- 
pose as now, because business practices 
were so very different from those of the 
present day. 

Nostro and Vostro accounts are found in 
the records of Francesco Datini, a success- 
ful Italian merchant-banker from Prato 
(Tuscany). Sometimes he is called Fran- 
cesco di Marco da Prato (‘‘Francis, son of 
Mark, from Prato’’). He was born about 
1335 and died in August, 1410. Datini had 
established his headquarters in Prato, but 
his firm had branches in Florence, Pisa, 
Genoa, Avignon, Barcelona, Valencia, and 
Majorca. A great number of Datini’s ac- 
count books and business papers have 
come down to us and form the most im- 
pressive and most complete collection of 
the kind.” 

Datini’s earlier account books were kept 
in single entry, but double entry was gen- 
erally adopted in later years. This system 
is followed in the ledgers of the Barcelona 
branch which cover a period of five years, 
1395 to 1400. 

According to the ledgers and the cor- 
respondence, the Barcelona branch was 
engaged both in foreign trade and in for- 
eign banking—a frequent combination. 
The branch extended credit to local mer- 
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chants by buying their bills on places such 
as Florence, Genoa, or Bruges, where it 
had connections which might be other 
branches of the Datini firm or correspond- 
ents. The Barcelona branch would also ac- 
cept and honor the bills of exchange issued 
by other branches or by its foreign corre- 
spondents. 

There were in ail, four possibilities open 
to a banker who operated in two markets, 
for example, Barcelona and Bruges: (1) 
Barcelona could remit to Bruges; (2) Bru- 
ges could remit to Barcelona; (3) Barce- 
lona could draw on Bruges; and (4) Bruges 
could draw on Barcelona. If the banker 
operated in three markets, instead of two, 
a great number of combinations became 
possible. In order to build up a credit bal- 
ance in Florence, a Barcelona banker could 
(1) remit directly to Florence, (2) instruct 
his correspondent in Florence to draw on 
Barcelona, (3) instruct his Genoese corre- 
spondent to remit to Florence, (4) instruct 
his Florentine correspondent to draw on 
Genoa, and so forth. Which of these alter- 
natives a banker would choose depended 
not only upon the conditions prevailing in 
the money market at a given moment but 
also upon the state of his foreign balances 
and his expectations with regard to the 
rise or fall of the exchange rates. A banker 
was unlikely to draw on a place where he 
had no credit or to remit to a place where 
his balances were already piling up. Pacio- 
lo, Casanova, and other writers of com- 
mercial handbooks state that clever mer- 
chant-bankers always managed to be 
creditors where money was scarce and 
debtors where it was abundant.’* Usually 
bankers were lenders, that is, buyers of 
bills, but they sometimes became borrow- 
ers, if they were in dire need of cash and 
were forced to draw because they could not 
wait for their correspondents to remit. 

Any one of the four alternatives open to 
a banker operating in two markets could 
give rise to entries in either a Vosiro or a 
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Nostro account. For example, a Barcelona 
banker remitting to Bruges would debit his 
correspondent’s Nostro account if the re- 
mittance were sent at his own initiative. 
However, he would debit his correspond- 
ent’s Vostro account if the remittance 
were sent upon instructions from Bruges. 
Upon receipt of the remittance, the Bruges 
correspondent would do the reverse, and 
credit the Vostro account of the Barcelona 
banker in the first case and the latter’s 
Nosiro account in the second case. When 
the Barcelona banker accepted a draft 
from Bruges on Barcelona, he would debit 
either the Vostro or the Nostro account of 
his Bruges correspondent. If the Barcelona 
banker was simply acting as agent, the cor- 
respondent being the principal, the draft 
would be charged to the Vostro account. 
If, however, the Barcelona banker was the 
principal and had given the order to draw, 
the draft would be charged to the Nostro 
account of the Bruges correspondent. Ac- 
cording to this criterion, a Nostro account 
was the account of a foreign correspondent 
in his capacity of agent. A Vostro account, 
on the contrary, meant that the foreign 
correspondent was regarded as principal. 
A Nostro account in Barcelona, for in- 
stance, corresponded to a Vostre account in 
Bruges, and vice versa. 

Nostro accounts usually had a debit bal- 
ance representing money in the custody of 
an agent residing abroad. Most of the time 
Vostro accounts had a credit balance rep- 
resenting money held on deposit in behalf 
of a foreign principal. Nosiro accounts, as 
already pointed out, had two extension 
columns, one for the foreign currency and 
one for the domestic currency, and were 
supposed to be balanced in both curren- 
cies. Any discrepancies were adjusted by 
transfer to the Pro e Danno di Cambio ac- 
count described above. The foreign cor- 
respondent owed the debit balance, or 
was entitled to the credit balance, as stated 
in foreign currency. He was expected to 


send periodic statements of account, since 
accounts were rendered from agent to prin- 
cipal. Vostro accounts had only one exten- 
sion column—for the domestic currency. 
They did not require adjustment for ex- 
change differences but often included 
charges for commission and brokerage. The 
reason for such charges is that expenses for 
brokerage and the agent’s commission were 
chargeable to the principal.’ Periodic 
statements of a Vosiro account were sent 
to the foreign correspondent instead of be- 
ing received from him. Nosiro and Vostro 
accounts were essential to the medieval 
merchant-banker as a tool of accounting 
and control, since the exchange business 
rested upon maintaining close contact 
with correspondents in distant commercial 
centers. 

Let us now see how the bookkeeper of 
the Datini branch in Barcelona recorded 
each of the following transactions: (1) the 
purchase of a bill of exchange drawn on a 
foreign correspondent, (2) the issuance and 
sale of a draft on a foreign correspondent, 
(3) the acceptance and payment of a bill 
drawn by a foreign correspondent, and (4) 
the collection of a draft remitted by a for- 
eign correspondent. Between two markets 
there were no possibilities other than these 
four. Exchange dealings involving three 
markets will not be considered for the 
present. 

The purchase of a draft, as has been 
pointed out, involved the extension of 
credit, since the buyer or deliverer (datore) 
gave a certain sum of money to the seller 
or taker (prenditore) in order to be repaid 
at a future date, in a distant place, and in 
another kind of currency. The buyer of a 
bill could lend either his own money or 
money held in current account for a foreign 
principal. In either case the taker would 
receive credit for the amount of the draft 
which he had sold. If a firm lent its own 
money, the amount of the bill would be 
charged to the Nostro account of the cor- 
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respondent, who was expected to collect 
the bill at maturity. The correspondent, 
being simply an agent, did not assume any 
risks for exchange differences. Nor was he 
entitled to any of the profits arising there- 
from. If a firm lent funds belonging to 
someone else, the amount of the draft 
would be charged against this person’s 
credit in the Vostro account (see Table I). 
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We remit(ted) to Albert & Bernard degli Alberti 
[payees] in Bruges in Diamante & Altobiango 
Alberti [payors] 550 écus [Ital. scudi, Y] at 
usuance, at a rate of 9s. 64d. per écu [V7], for the 
value given here to the Alesandri [takers or bor. 
rowers], broker Pagolo, for us. 


The phrase “for us” means that the en- 
try was to be charged to the Nositro ac- 
count of Alberto and Bernardo degli Al- 


TABLE I 
LEDGER ENTRIES RELATING TO EXCHANGE BY Brtts BETWEEN Two MARKETS 


A. Firm in Barcelona 


1. 2; 
Remits to Bruges Draws on Bruges 


4. 
Presents Bruges Bill 
for Acceptance 


3. 
Accepts Bruges Bill 


Dr. Deliver or lender in 
Barcelona. 


Cr. a. If principal, the 
Nostro account of 


Dr. a. If principal, the Nos- 
tro account of Bruges 
correspondent. 


b. If agent, the Vostro 


Dr. a. If principal, the 
Nostro account 
drawer in Bruges. 

b. If agent, the Vos- 
tro account 


Dr. Drawee or payor in 
Barcelona. 


Cr. a. If principal, the 
Nositro account of 


account of Bruges drawee in Bruges. drawer in Bruges. Bruges agent 

correspondent. b. If agent, the Vos- b. If agent, the Vos- 
tro account of | Cr. Payee in Barcelona tro account of 

Cr. Drawer or taker in drawee in Bruges. Bruges principal. 
Barcelona. 
B. Firm in Bruges 
1. y % 4. 
Presents Barcelona Bill Accepts Barcelona Bill Draws on Barcelona Remits to Barcelona 


for Acceptance 


Dr. Drawee in Bruges. Dr. a. If agent, the Vos- 
tro account of 
drawer in Bar- 
celona. 

b. If principal, the 
Nostro account of 
drawer in Bar- 
celona. 

Cr. Payee in Bruges. 


Cr. a. If agent, the Vostro 
account of Barce- 
celona principal. 

b. If principal, the Nos- 
tro account of Bar- 
celona agent. 


Dr. Deliverer or lender | Dr. a. If agent, the Vos- 


in Bruges. tro account of cor- 
respondent in Bar- 

Cr. a. If agent, the Vos- celona. 
tro account of b. If principal, the 


Nosiro account of 
celona. correspondent in 

b. If principal, the Barcelona. 

Nostro account of | Cr. Drawer or taker in 

drawee in Barce- 


Bruges. 
lona. 


drawee in Bar- 


In the memorandum book of the Datini 
branch in Barcelona, a typical entry relat- 
ing to the purchase of a bill reads as fol- 
lows:!8 


Rimettemo a Brugia ad Alberto e Bernardo degli 
Alberti in Diamante e Altobiancho Alberti V7 550 
per uso a sol. 9 den. 64 per VY qui agli Alesandri, 
sensale Pagolo, per noi. 


This entry may be translated into English 
as follows:’® 


berti of Bruges. If the phrase per loro (‘for 
them”) had been used instead of per noi 
(“for us”), it would have indicated that 
the bill was chargeable to the Vostro ac- 
count of the payee.”° The entry in question 
was actually posted to Alberto and Ber- 
nardo degli Alberti’s Nostro account in the 
ledger. This account was charged with 
£50 8s. 4d. Flemish or groat (550 écus at 
22 groats) in the extension column for the 
foreign currency and with £265 7s. 11d. 
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Barcelonese (or V 550 at the rate of 9s. 
6}d. per écu) in the extension column for 
the local currency.” 

A banker might take up money by sell- 
ing’a bill, if he needed cash on the spot but 
had money standing to his credit abroad. 
He might also sell foreign exchange if one 
of his correspondents, for instance, had 
overdrawn his account. In the first case, 
the money would be taken up in exchange 
for the banker’s own account, but in the 
second case, it would be borrowed for the 
account of a foreign correspondent. Under 
such circumstances, the issuance of a bill 
usually gave rise to the following entry: 
Dr. the deliverer or buyer of the bill; Cr. 
the drawee’s Nostro account, if the banker 
drew on his foreign balances, or the foreign 
correspondent’s Vostro account, if the 
banker did not draw on his own balances 
abroad. 

The memorandum book of the Datini 
branch in Barcelona contains the following 
example of an entry relating to a bill drawn 
on Bruges for the banker’s own account:* 
Traemo a Brugia ad Alberto e Bernardo [degli 
Alberti] per uso V7 419 e grossi 2 di grossi 22 lo 
VY in Diamante e Altobiancho degli Alberti e 
conpagni per la valuta a sol. 9 den. 11 [per] 


V da Nicolaio Alberti, sensale Grasso, per noi 


As the reader will notice by comparing 
this memorandum entry with the preced- 
ing one, the word traemo (“‘we draw’’) has 
been substituted for rimettemo (‘‘we re- 
mit’). The entry mentions that the bill 
was drawn on Alberto and Bernardo degli 
Alberti of Bruges in favor of Diamante and 
Altobianco degli Alberti, another firm in 
Bruges, for the value received from Nico- 
laio Alberti in Barcelona. The words. per 
noi indicate that the money was taken up 
“for us.”” The Datini ledger shows that the 
entry was duly posted to the drawees’ 
Nostro account. The sum credited was 
£207 15s. 11d. in the local currency of Bar- 
celona and £38 8s. 4d. in Flemish currency 
or groats.” 
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The usance for bills between Bruges and 
Barcelona was thirty days after sight in 
whichever direction the bill was traveling. 
Exchange rates were quoted in Barcelona 
currency on the basis of an imaginary écu 
(V7) of twenty-two Flemish groats. This 
method of quotation was used both in 
Bruges and in Barcelona. It is perfectly 
clear from the Datini records that the firm 
was in the habit of crediting the payee and 
debiting the drawer upon acceptance of a 
bill. The same custom is found in other 
medieval account books. Its prevalence 
proves that the acceptor of a bill considered 
himself primarily liable for its payment. 
When a bill was accepted, a banker would 
debit the Nostro account only if he had 
given orders to draw. If the correspondent 
had taken the initiative of drawing on his 
own balances, the Vosire account would be 
debited (see Table I). The text of the bill 
of exchange usually specified how it was to 
be entered in the books. An example is 
given in the following bill drawn by Gio- 
vanni Orlandini and Piero Benizi in Bruges 
on Francesco Datini and Partners in Bar- 
celona: 
Al nome di Dio, amen 
di 12 di dicembre 1399 
Paghate per questa prima al usanza a Domenicho 
Sancio schudi seicento a s.10 d.5 per V i quali 
VY 600 a s.10 d.5 per schudo sono per la valuta da 
Jachopo Ghoscho, e ponete a nostro chonto chosti. 
Idio vi guardi. 
Giovanni Orlandini e Piero Benizi 
e chonpagni in Bruggia 
Acettata a di 11 di gennaio 1399 [1400] 
On the back is the address of the payor: 


Francesco da Prato e chonpagni 
in Barzalona 
Prima** 


As is evident from the text, this bill was 
made out in Bruges on December 12, 1399, 
and accepted in Barcelona on January 11, 
1400. According to merchant custom it 
was payable thirty days later, on February 
11. From our point of view, the impor- 
tant sentence is: Ponete a nostro conto chosti 
(“Charge [this] to our account here’’), 
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which means that the drawer wanted the 
bill to be charged to “his’’ account, mean- 
ing his Vostro account in the books of the 
drawee or payor. In the ledger of the 
drawer or maker of the bill, however, it 
would be posted to the credit of the Nosiro 
account of the drawee or payor. In other 
words, such a bill was one drawn by a 
principal on his agent. 

The entries in Datini’s ledger reveal that 
the instructions given in the text of the 
bill of exchange were carried out. The 
Orlandini Vostro account includes on the 
debit side the following entry, dated Jan- 
uary 11, 1400, relating to the acceptance 
of the bill quoted above: 

E deon dare a di 11 di genaio V 600 a s.10 4.5 
per V trasonci per uso in Domenicho Sancio in 


questo a carta 293 debino avere, per altre n’ebono 
da Giachopo Ghoscho........ £312 si0 d.0** 


This entry, as the reader will notice, 
contains the word trasonci (“they drew on 
us”) instead of traemo draw’) or 
rimettemo (‘“‘we remit’’). The rate of ex- 
change and the face value of the bill 
( 7600) are mentioned in the description 
column, but there is no special extension 
column for the foreign currency. The text 
of the entry also gives the name of the 
payee (Domenico Sancio) in Barcelona 
and that of the deliverer (Giacopo Gosco) 
in Bruges. 

In some bills the words Ponete a conto 
per noi or Ponete a nostro conto costi are re- 
placed by the formula Ponete a conto per 
voi (“Place [this] to your account’’) or 
Ponete a conto qua per voi (Place [this] to 
the account there for you’’).% The use of 
this latter formula meant that the drawer 
intended tlie bill to be charged to his 
Nostro account in the books of the drawee. 
In other words, such a bill was a bill 
drawn by an agent on his principal. 

The branch of the Datini firm in Bar- 
celona frequently received remittances 
from foreign correspondents. As soon as a 
remittance had been accepted by the 
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drawee, the latter’s account was debited 
and the correspondent’s Vostro or Nosigo 
account, as the case might be, was cred- 
ited. The entries posted to the credit of 
the foreign correspondent usually con- 
tained the phrase rimisonci (‘they remit- 
ted to us’’).”” 

Table I lists the different entries which 
might be found in the ledgers of two cor- 
respondents, one in Barcelona and the 
other in Bruges, who were dealing in for- 
eign exchange with each other. There are 
altogether eight possible combinations, 
each involving two entries—one in the 
books of the Barcelona firm and one in 
those of the Bruges firm. 

Bills in fourteenth-century Barcelona 
were rarely paid in specie but generally 
by transfer in bank.”* There were in Bar- 
celona several money-changers or bankers 
—called in the Datini records banchieri 
in loggia—who specialized in deposit 
banking. The Barcelona branch of the 
Datini firm dealt chiefly with three of 
them: Pere Brunet (or Piero Brunetto), 
Antonio Rabustiero, and the partnership 
of Giame di Pue & Giovanetto Savasso.” 
The terminology used in the Datini 
ledgers clearly suggests that transfers from 
one deposit account to another were made 
on the strength of an oral command to pay. 
In the books of the depositor, credits in 
bank were charged to the banker and 
credited to the person who had ordered 
the transfer. The formula used repeatedly 
in the Datini ledgers is diseci per or disonct 
per (“he told,” or “they told us, that we 
had received credit from so-and-so”). 
Payments in bank were posted by the 
bookkeeper of the Datini firm to the credit 
of the bank and to the debit of the person 
to whose credit money was being trans- 
ferred. In crediting the bank, the book- 
keeper consistently used the same for- 
mula: dison (or dise) per noi a (‘they told 
so-and-so for us that his account had been 
credited’). 
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Exchange transactions involving three 
markets instead of two were fairly common 
and fulfilled a useful function in the ad- 
justment of international balances. Owing 
to the existence of triangular exchange, it 
was possible for one country to pay for an 
excess of imports from another country 
with the balances accumulated in a third 
country through an excess of exports over 
imports. The Datini records contain nu- 
merous references to three-cornered ex- 
change. The medieval merchant-bankers 
were certainly adroit in maneuvering on 
the money market. They were constantly 
on the lookout for opportunities to lend 
where money was dear and to borrow 
where it was cheap and abundant. 

The balance of trade between Flanders 
and Spain was presumably in favor of 
Flanders, whereas the balance between 
Flanders and Italy was probably in favor 
of Italy. In any case, the credit balances 
of Italian merchant-bankers residing in 
Bruges tended to accumulate in Barcelona. 
They frequently drew on these balances in 
order to make payments in Italy. Here. is 
an example of an entry posted to the debit 
of the Nosiro account of Diamante e 
Altobianco degli Alberti e ancien mer- 
chant-bankers in Bruges 
E deono dare a di detto [May 24, 1398) £260 
5.13 d.4 barzalonesi ci trasono per loro da Geno- 
va [i] Ghalderotti in Giovanni Bonini e Dome- 


nicho de’ Benedetti in questo c. 161, debinoavere, 
per fl. 340 da Giovanni di Giovanni. . £260 s.13 4.4 


Apparently the Galderotti of Genoa 
drew on Datini in Barcelona in behalf of 
the Alberti of Bruges and in favor of 
Giovanni Bonini and Domenico de’ Bene- 
detti in Barcelona for the value received 
from one Giovanni di Giovanni in Genoa. 
The credit entry corresponding to the 
debit in the Alberti account is. naturally 
found in the account of Giovanni Boniai 
& Domenico de’ Benedetti. This entry 
contains the significant phrase prometemo 
loro promised them’’).** As has been 


explained, bills were credited to the payee 
at the time of acceptance. 

Correspondents in Bruges also paid 
debit balances in Majorca with the credits 
accumulated in Barcelona. To give an 
example, on October 21, 1395, the firm 
Luigi and Salvestro Mannini of Bruges 
was charged for the payment of a bill 
drawn on Datini in Barcelona by one 
Ambrogio di Messer Lorenzo residing on 
the island of Majorca. The face value of 
the bill was one hundred reals, worth £76 
13s. 4d. Barcelonese, at 15s. 4d. Barc. per 
real, the current rate of exchange.* 

As already stated, a regular exchange 
transaction involved four parties and two 
payments. There were many exceptions 
to this rule. In a number of instances, 
three parties instead of four were involved. 
The account books of the Datini branch 
in Barcelona contain many examples of 
exchange transactions in which either the 
payee and the payor or the deliverer and 
the taker were the same firm or individual. 
Usually such bills gave rise to a transfer 
of credit in the books of the payor who was 
also the payee, or in the books of the de- 
liverer who was also the taker. Some bills 
drawn on the Datini firm by a merchant 
named Guiglielmo Barberi in Bruges were 
payable “‘to yourselves” (a v0i medesimi). 
Those bills, consequently, involved. only 
three parties instead of the customary 
four. From the Datini records, it is clear 
that bills of this kind were settled by a 
transfer from the account of Guiglielmo 
Barberi, the drawer and taker, to the 
credit. of the deliverers, usually the Or- 
landini of Bruges, who had furnished the 
value in that city.*4 The occasion of three- 
party bills was often such that both the 
deliverer and the taker happened to have 
accounts with the same foreign corre- 
spondent. Three-party bills could also 
originate in dry exchange, which was in 
reality a local loan disguised under the 
form of an exchange transaction.* 
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Some bills of exchange involved only 
two parties instead of four and were pay- 
able “to yourselves” for the value received 
‘from ourselves.” The existence of such 
strange bills is discussed by writers on 
commercial law, but they seem to be un- 
certain whether such bills should be con- 
sidered as genuine bills of exchange or 
not.* The Datini records throw much light 
on this controversial matter. Apparently 
real exchange transactions involving two 
parties only—let us say A in Bruges and 
B in Barcelona—could originate in a 
transfer from the Vostro account of A to 
his Nostro account in the books of B in 
Barcelona and in a transfer from the 
Nosiro account of B to his Vostro account 
in the books of A in Bruges. Or the order 
might be reversed with Nostro substituted 
for Vostro, and vice versa. A clear-cut 
example of an exchange transaction of this 
sort is given in the Datini ledgers. It in- 
volves a transfer from the general account 
(conto disteso) of the Bruges firm Luigi 
and Salvestro Mannini to their special 
account, or conto a parte. The wording of 
the corresponding debit and credit entries 
is significant. In English the debit entry 
reads as follows :*” 


Luigi and Salvestro Mannini of Bruges must give 
on January 20, 1399, 7 171 s. 2 Barcelonese which 
we remit to them in themselves, at 9s. 9d. per V, 
value from ourselves and we draw on their spe- 
cial account in this ledger on fol. 250, they must 


The corresponding credit entry contains 
the significant formula “‘we draw on them 
in themselves, value given here to them 
in their general account” (¢raemo loro in 
loro medesimi . . . qui a loro conto disteso) .** 
The reasons for making such transfers 
from the Nosiro to the Vostro (or from the 
Vostro to the Nosiro) account with the 
same correspondent are not stated in the 
ledger entries. The purpose may have been 
to make certain adjustments. 

A Nostro and a Vostro account of the 
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firm Luigi and Salvestro Mannini ip 
Bruges are reproduced in Table IT. As the 
reader will see, the Nostro account has one 
column for the Flemish, and another 
column for the Barcelonese, currency. The 
only entry on the credit side relates to a 
bill from Barcelona on Bruges. As the text 
in the description column indicates, the 
bill of exchange was drawn on the Man- 
nini in favor of Piero Ulmone for the value 
received in Barcelona from Guiglielmo 
Invigles. The first two entries on the debit 
side refer to remittances, one for 7400 
and the other for 7200, sent to Bruges for 
collection. In the first case, the value was 
received by Giovanni Bibero; in the second 
case, no value was given but the remit- 
tance originated in a transfer from the 
account of Diamante and Altobianco 
degli Alberti, who were also the drawees. 
The Mannini Nostro account is closed by a 
transfer of £6 3s. 4d. Barc. to the credit 
of Pro e Danno di Cambio, that is, the 
Profit and Loss account. The amount of 
£6 3s. 4d. Barc. represents a profit arising 
out of the fact that the Datini sold 7600 
short of exchange but were able to cover 
this transaction by purchasing two bills at 
a lower rate. This is consequently an ex- 
ample of speculation on a falling exchange. 

The Vostro account of Luigi and Sal- 
vestro Mannini, as the reader will notice, 
has only one column—for the Barcelonese 
currency. The account, instead of being 
adjusted for exchange differences, includes 
a charge of 2s. 7d. Barc. for brokerage. 
The first entry on the debit side has al- 
ready been examined in connection with 
the discussion of two-party bills. The 
second entry is another example of three- 
party, instead of four-party, exchange. 
On the credit side, the first and third 
entries refer to balances carried over from 
other Mannini accounts. The second entry 
relates to a bill remitted in behalf of the 
Mannini by the Datini fondaco, or branch, 
on the island of Majorca. 
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TABLE II 
Nosrro Account or Luici AND SALVESTRO MANNINI IN BRUGES 


Dr. Cr. 
Barce- Barce- 
Flemish Flemish 
Explanation lonese Explanation lonese 
Currency Currency Currency Currency 
1398 1398 
Luigi e Salvestro Manini di Luigi e Salvestro Manini de- 
Brugia deono dare a di 28 di ono avere a di 28 gugno 17600 
giungno ‘7400 di Filipo di di Filipo di grossi 22 |’uno 
i 22 uno rimetemo in traemo loro in Piero Ulmone 
Perichone Salaverde a s.10 per a s.10 d.2 [per] VW da Ghu- 
V qui da Giovanni Bibero in gliemo Invi in questo 
questo a carta 95 debe avere, c. 182 debe [dare]............ 55| 0 | 0 |305) 0 | 0 
yagliono di grossi............ 36| 13} 4 |200) 0! 0 
E deono dare a di 4 di luglo 
7200 rimetemo loro in Di- 
amante e Altobiancho degli 
Alberti e con ia s.9 d.10 
{per) V qui da noi medesimi 
in questo a c. 160 debe....... 18} 6 | 8 | 98) 6) 8 
E deono dare a di deto £6 
$.13 d.4 mesi a pro di canbi in 
questo a c. 357 debe avere.... 6} 13} 4 
55| 0 | 0 |305) 0] 0 55| 0 | 0 |305; 0 | 0 
‘ Vostro Account oF LuIGI AND SALVESTRO MANNINI IN BRUGES co 
r. 
Barcel Barcelonese 
Explanation Explanation Cantency 
1398 sid 1398 £1 s:| 
Luigi e Salvestro Manini di Brugia Luigi e Salvestro Manini e compagni 
deono dare a di 20 gienaio [1399 7171 deono avere a di 29 di diciembre pe 
s.2 barzallonesi rimetemo loro in loro resto di loro ragione in questo c. 170 
medesimi a s.9 d.9 [per] da noi mede- 20} 10) 4 
simi e traemo per loro conto a parte in E deono avere a di deto reali 200 a 
questo a c. 250 debino avere.......... 83| 9| 3 || s.14d.9[per] reale ci rimesono da Mazo 
E deono dare a di detto 7182 rime- Biche per loro i nostri [di Maiolicha] in 
temo loro in Alberto e Bernardo degli Andrea di Bancho e conpagni in una 
Alberti e conpagni a s.9 d.9 [per] 7 qui soma di reali 500 in questo c. 251 
a loro conto in questo c. 161 debino 147| 10| 
88) 14) 6 E deono avere a di deto £4 s.6 per 
£172 3.4.9 resto d’una loro ragione in questo a 
E deono dare a di deto posto in questo c. 19 debino [dare]..............-.-- 4} 6] 0 
c. 392 debe avere spese per sensaria.... 7 
172} 6| 4 172} 6) 4 


Source: Arch. Dat., No. 801, Fondaco di Barcellona, Libro verde C (July 11, 1397 to January 31, 1399), 


fols. 180"-181", 262-263". 


The Datini records, which end in 1410, 
probably contain the earliest known ex- 
amples of Nostro and Vostro accounts. It is 
safe to assume that the practice of keeping 
such accounts with foreign correspondents 
became common during the fifteenth cen- 


tury. Examples are found in the account 
books of the firm Filippo Borromei & Co. 
of London (1436-39), the records of the 
Medici banking house (1395-1494), and 
the personal ledgers of Bernardo Cambi, a 
Florentine merchant-banker (1435-90). 
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The Borromei are a Milanese family 
who have given one saint to the Catholic 
Church and many bankers to the business 
world. In the fifteenth century, at least 
two branches of the family were engaged 
in banking, apparently with equal success. 
They had representatives in all the im- 
portant commercial centers of medieval 
Europe. The London branch of the firm 
Filippo Borromei & Co. of Milan was 
established in 1436. The entire capital was 
provided by the Bruges branch of the 
same firm.*® Business relations between 
the two branches were close, but they 
dealt with each other on the same basis as 
they did with independent concerns. Each 
branch was a separate legal entity, had a 
separate management, and kept separate 
accounts. The two branches charged a 
commission to each other as if there had 
been no common link. They sent remit- 
tances to each other and accepted each 
other’s bills, as one would expect. 

Some extremely valuable excerpts from 
the London ledgers have been published. 
According to this source, the London 
branch kept two different accounts with 
the sister organization in Bruges. One ac- 
count was entitled Filippo Borromei e 
compagni di Bruggia per nostro conto. This 
is obviously the Nosiro account. It has 
two extension columns, one for the Pound 
Sterling and the other for the Pound 
Groat.“ The other account, called per 
loro conto instead of per nostro conto, has 
only one extension column and is cer- 
tainly a Vostro account." The balance of 
the Nosiro account is in favor of London 
but that of the Vostro account is in favor 
of Bruges. The published excerpts also 
include samples of Nosiro and Vostro ac- 
counts open to correspondents in places 
other than Bruges, as for instance the 
Nostro account of a Genoese named Oddo 
Rau, who later failed.” 

There are in the Borromei ledgers sev- 
eral good examples of triangular exchange. 
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For instance, on March 17, 1436, the 
Bruges branch of the Borromei drew a bill 
of exchange, amounting to 150 ducats, on 
behalf of the London branch, on Arrighino 
Panigaruola in Venice. Value for the bill 
was given by Donato Pizamano in Bruges, 
and it was payable to Ghirardo Zigola in 
Venice. The rate of exchange at which the 
bill was sold in Bruges was 47} groats per 
Venetian ducat of twenty-four grossi. This 
transaction gave rise to the following en- 
tries in the ledger of the London house:* 
Dr. Filippo Borromei e compagni of Bruges, 
Nostro account (per nostro conto), 150 ducats at 
47% groats and 413 sterlings per ducat, equals... 
£29 10s. 7d. gr. and £25 14s. 7d. st. 
Cr. Arrighino Panigaruola of Venice, Vostro ac- 
count (per nostro conto), 150 ducats at 41} ster- 
lings per ducat. . .£15 di grossi and £25 14s. 7d. st. 


From the information given, it is easy 


to reconstruct the entry in the ledger of 


the Borromei in Bruges: 


Dr. Donato Pizamano who had promised to give 
valueforthe bill: ...........6.005 £29 10s. 7d. gr. 
Cr. Filippo Borromei e compagni of London, 
Vostro account (per loro conto). . .£29 10s. 7d. gr. 
When Arrighino Panigaruola accepted 
the bill drawn on him by the Borromei in 
Bruges on behalf of the Borromei in 
London, he probably entered the following 
item in his ledger: 
Dr. Filippo Borromei e compagni of London, 


Vostro account, duc. 150 or........ £15 di grossi 
Cr. Ghirardo Zigola, the payee. . £15 di grossi 


As appears from these entries, three dif- 
ferent currencies were involved, the Flem- 
ish Pound Groat, the English Pound 
Sterling, and the Venetian Pound of ten 
ducats called libra di grossi. The bill of 
exchange itself is not extant. It probably 
was addressed to Arrighino Panigaruola 
and gave him the order to debit the Bor- 
romei of London instead of the Borromei 
of Bruges who wrote out the bill. The 
formula used was probably ponete a conto 
dei nostri di Londra (‘charge this to the 
account of our people in London”) or 
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other words to the same effect.“ Such 
phraseology is commonly found in drafts 
jssued in connection with triangular ex- 
change. 

Since there existed no transfer banks in 
London, the Borromei branch there ac- 
cepted deposits and transferred credit for 
local customers. This business was pre- 
sumably important enough to justify the 
statement that the firm was also engaged 
in deposit banking.“ In Bruges, in Bar- 
celona, and probably in other centers, 
deposit banking was a separate business 
and was not combined with foreign bank- 
ing as it was in London. 

One of the local customers of the Bor- 
romei branch in London was the firm of 
Forese da Rabatta and Bernardo Cambi.“ 
The latter resided in Bruges up to 1450 
and then returned to Florence. He kept a 
personal ledger in which he recorded his 
private business transactions: purchases 
of real estate, insurance, foreign exchange, 
and investments in mercantile ventures.” 
Most of the accounts relating to exchange 
are Nostro accounts, as one would expect, 
since Bernardo Cambi was usually prin- 
cipal rather than agent. 

According to the entries of another 
ledger begun in 1470, Cambi’s London ven- 
ture had by then been liquidated, but he 
still controlled a partnership styled “An- 
tonio da Rabatta e Bernardo Cambi e 
compagni’”’ in Bruges and a banking con- 
cern referred to as La ragione del banco dit 
Firenze in Florence. Both of these estab- 
lishments were probably banchi grossi, 
that is, banks dealing in exchange by bills. 
Bernardo Cambi had more than 5,600 
florins invested in the Bruges partnership 
and only 2,800 florins in the Florentine 
bank.** The capital of medieval banks 
did not run into the millions and 5,000 
florins was a large sum, for the purchasing 
power of money was high before the influx 
of gold and silver from the Americas in the 
sixteenth century. 


Like Francesco Datini, the Medici were 
represented abroad either by branches or 
by correspondents. The firm maintained 
headquarters in Florence and had branches 
in Venice, Pisa, Rome, Milan, Geneva 
(later moved to Lyons), Avignon, London, 
and Bruges.*® As in the case of the Datini 
fondachi, or establishments, each branch 
was a separate concern from both a legal 
and an administrative point of view. 
Ultimate control, however, was vested 
in the head of the Medici family, who 
owned at least fifty per cent of the capital 
of each subsidiary partnership. Each 
branch operated independently and opened 
current accounts for the main office in 
Florence and for other branches. Examples 
of Nosiro and Vostro accounts are found as 
early as 1395, in a ledger kept in the main 
office in Florence during the lifetime of 
Averardo de’ Medici.°° Whether an ac- 
count was a Nosiro or a Vostro account 
was indicated by the words per not or per 
loro written conspicuously at the top on 
both the debit and the credit sides. Nostro 
accounts as usual had two columns, one 
for the domestic currency and the other 
for the foreign currency. When an account 
balanced in foreign, but not in domestic, 
currency, the difference between debit and 
credit in the latter currency was adjusted 
by a transfer to Profit and Loss." The dif- 
ferent branches and a great number of 
foreign correspondents presumably had 
both Nostro and Vostro accounts in the 
books of the main office in Florence. For 
example, the surviving fragment of the 
Averardo de’ Medici ledger contains both 
the Nostro and the Vostro account opened 
for the Rome branch, which was styled 
“Giovanni de’ Medici e compagni di 
Roma.” 

Nostro and Vosiro accounts appear not 
only in the books of the central office in 
Florence, but also in those of the various 
branches. Only a few scorched fragments 
of these branch account books have sur- 
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vived. According to a fragment of a 
Milanese ledger (1459), a Nostro account 
is designated by the words per nostro conto 
corrente, a Vostro account by per loro conto 
corrente.* In the ledger of the Bruges 
branch for the year 1441, there are two 
accounts with Cosimo de’ Medici e com- 
pagni in Venice, the first a Vostro account 
(per loro conto) and the second a Nostro 
account (per nostro conto la), which is pro- 
vided with the customary double column 
for the Venetian and the Flemish curren- 
cies. 

There is no essential difference in pro- 
cedure between the Datini and the Medici 
(or Borromei) account books. The only 
significant change is that a set terminology 
seems to have gained general acceptance 
by 1450. In the Datini ledgers Nostro and 
Vostro accounts have no name (see Table 
II). In the Borromei and Medici ledgers 
of the fifteenth century the expressions 
per nostro conto and per loro conto are 
uniformly used with unimportant addi- 
tions such as corrente or di tempo, in order 
to distinguish between current and time 
accounts. These expressions reappear with- 
out modification in the textbooks of the 
sixteenth and seventeenth centuries. The 
use of the third person (loro, ‘‘their’’) in- 
stead of the second person (vostro, ‘‘your’’) 
is a matter of convention. In French, 
comptes “vostro” and comptes “‘loro’’ are 
still synonymous today. Why the form 
Vostro instead of Loro triumphed in mod- 
ern English usage is not clear. 


STATEMENTS OF PROFITS 


Most of the medieval banking firms were 
not specialized; they combined trade, 
banking, underwriting, and a great variety 
of other functions, including the recruiting 
of choir boys, the collection of annates, 
the hunt for lost classics, and the purchase 
of thoroughbred dogs. Apparently they 
strove to take advantage of all opportuni- 
ties that came along. As a rule, the profits 
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derived from banking were smaller than 
those derived from trade but larger than 
those derived from all other sources. There- 
fore, it is not surprising that merchant- 
bankers were primarily traders. Even the 
great banking house of the Medici fol- 
lowed the policy of emphasizing trade 
rather than banking. The Bruges manager 
wrote in one of his reports that commerce 
was no less profitable and more honorable 
than finance. It is true that the latter 
was often tainted with usury. And this 
blot was not easily eradicated. 

In medieval times, the distance between 
the import and the export specie points 
was rather large owing to the high cost of 
shipping bullion, to the insecurity of sea 
and land routes, and to the existence of 
seigniorage and other impediments to the 
to the free flow of specie. Exchange rates 
could thus fluctuate within a wide range 
without causing corrective specie flows. 
The amplitude of exchange fluctuations 
was undoubtedly a source of speculative 
profits for the banker, but he ran the risk 
of losing if he guessed wrong instead of 
right. Unless a banker had inside informa- 
tion (sometimes he was informed in ad- 
vance of impending changes), his chances 
of gain were not any better than his 
chances of loss. Speculation, therefore, 
was not a secure foundation for exchange 
profits, especially not in the long run. 
Actually such profits were the result of the 
interest charges concealed in the exchange 
rates. Consequently, the structure of the 
money market was such that it favored 
the lender rather than the borrower and 
the buyer of bills rather than the seller.” 
It is true that such a buyer could lose and 
sometimes did lose, if the swing of the 
exchange took a very unfavorable turn. 
In the majority of cases, however, adverse 
exchange fluctuations were not strong 
enough to overrule the counteracting in- 
fluence of the rate of interest. Most of the 
time exchange transactions yielded a gross 
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profit which was made up of interest plus 
aspeculative profit, or minus a speculative 


Joss. 

Profits derived from banking (or ex- 
change) transactions were an important 
source of income. This fact is not surpris- 
ing, if one considers (1) that exchange 
transactions were largely based on time 
orusance bills; (2) that the resulting prof- 
its included interest; (3) that the interest 


As the statement of profit and loss re- 
veals, profits from trade, attaining a total 
of £689 iis. 5d. Barc., constitute the 
main source of income (Table III). Next 
comes an amount of £262 4s. Barc. repre- 
senting the credit balance of the Pro di 
Cambio (“Profit on Exchange’’) account. 
With the exception of a few debit items, 
not exceeding £27 Os. 6d. Barc., this bal- 
ance originates exclusively in transfers 


TABLE III 


FRANCESCO DI MARCO DA PRATO E COMPAGNI OF BARCELONA 
STATEMENT OF PROFIT AND e 


Jury 11, 1397-Janvary 10, 1399 


(In Barcelonese Pounds) 
on Trade (pro dé £ 68911 5 
Profits on Exchange (pro di cambio) 262 4 0 
Credit Balance of Merchandise Expense (Spese dé mercatantie).. 133 13 7 
Deduct Expenses: 
Rent (loghéere) for eleven months: £3613 4 
Living Expenses (spese fatte in mangiare e bere) including seven months’ rent...... 129 8 1 
Depreciation on Office (danno di 1617 0 
Reserve (riserbo) for Unpaid Taxes and Other Accrued Expenses.............--- 80 0 


* Source: Arch. Dat., No. 801, Barcellona, Libro verde C. 


trate was normally high (from eight to fif- 
teen per cent) and rose even higher in 
times of monetary stringency. 

Some idea concerning the importance of 
banking profits may be obtained from the 
Datini records. By using the data given 
in the ledger, it has been possible to re- 
construct the statement of profit and loss 
of the Barcelona branch for a period of 
eighteen months beginning July 10, 1397, 
and ending January 31, 1399. During this 
period of time, the branch made a gross 
profit of £1,085 9s. Od. Barc. and a net 
profit of £751 10s. 7d. Barc. after deduct- 
ing all expenses. The latter figure agrees 
with that of the original balance sheet, a 
copy of which is still in the Datini ar- 
chives.57 


from Nosiro accounts to the credit of Pro 
di Cambio.** This fact confirms what has 


been said before, namely, that exchange 


transactions were usually profitable to the 
banker. The inclusion of interest in the ex- 
change rates was responsible for the exist- 
ence of a margin between the exchange 
rate at home and abroad. For example, the 
écu of twenty-two Flemish groats was 
habitually rated higher in Bruges than in 
Barcelona. So long as this margin was un- 
affected by adverse exchange fluctuations, 
the Nosiro account of the banker’s agent 
abroad tended to have a credit surplus 
which required periodic adjustment. As 
the entries in the Datini account books 
clearly show, adjustments were the exclu- 
sive source of banking or exchange profits. 
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The statement of profit and loss of 
Datini’s Barcelona branch reveals also 
that the credit balance of Merchandise Ex- 
pense (Spese di mercatantie) was a third 
source of income. The anomaly of an ex- 
pense account that has a credit balance 
can be explained by the fact that charges 
to customers for brokerage and other in- 
cidentals exceeded the sums of money 
which were actually spent. The merchan- 
dise expense account is also debited for a 
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exchange differences. The Spese di merca. 
tantie account again has a credit balance, 
because more was collected from customers 
than was actually spent. A reserve for 
accrued taxes and other expenses “which 
remain to be paid”’ is also set up. Without 
such a reserve, profits would have been 
overstated. From the Datini records, it is 
clear that expenses incurred during one 
period were paid during the next period 
out of the reserve which was provided for 


TABLE IV 


FRANCESCO DI MARCO DA PRATO E COMPAGNI OF BARCELONA 
STATEMENT OF ProFiT AND Loss* 
Fesruary 1, 1399-Janvary 31, 1400 
(In Barcelonese Pounds) 


Profits on Trade (pro di mercatantie).................. 
Profits on Exchange (pro di cambio).................. 
Credit Balance of Merchandise Expense (spese di mercatantie)... 


Deduct Expenses: 


Depreciation (danno di masserizie)................. 
Reserve for Unpaid Taxes and Accrued Expenses... .. 


Living Expe 


154 10 2 


* Source: Arch. Dat., No. 809 (Nicastro No. 177), Barcellona, Libro di mercatantie D. 


reserve of eighty pounds Barcelonese 
which was set aside in order to provide for 
the payment of unpaid taxes and other ac- 
crued expenses.®® So far as I know, this is 
one of the earliest examples of accrual 
accounting to avoid overstatement of 
profits. 

It has been possible to reconstruct the 
statement of profit and loss for the suc- 
ceeding period of one year, extending 
from February 1, 1399, to January 31, 
1400 (Table IV). For this year, the profits 
from the purchase and sale of commodities 
were slightly less than those on foreign 
exchange or banking. They amounted to 
£289 11s. 8d. Barc. These profits were 
determined by the process, described 
above, of adjusting all Nostro accounts for 


this purpose at the end of the former fiscal 
period. Incidentally, it is interesting to 
note that this statement of profit and loss 
includes an item of twenty pounds Bar- 
celonese representing the estimated decline 
in the value of office equipment or furni- 
ture (masserizie). 

The firm Filippo Borromei e compagni 
of London determined profits and losses 
according to a system somewhat different 
from that of the Datini branch in Barce- 
lona. All operating results, whether they 
originated in trade, in banking, or in some 
other activity, were lumped together in 
one account called Avanzi e Disavansi 
(‘Profit and Loss”). With regard to com- 
modities, the firm had a system of venture 
accounting: that is, a separate account 
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was opened for each shipment and later 
closed to Profit and Loss after all the goods 
had been sold. Any balance left over repre- 
sented either a profit or a loss. Profits aris- 
ing out of banking were determined in the 
usual way by adjusting the Nostro ac- 
counts of foreign correspondents for ex- 
change differences. 


for instance, and resell these ducats, three 
months later, in Venice at the price of 45% 
or 46 sterlings payable in London after 
another period of three months.” Thus a 
banker gained 24 or 3 sterlings on each 
ducat over a period of six months. 

While a banker usually made a profit, 
it could happen ( and it did happen) that 


TABLE V 


Frurppo BorromMer CoMPAGNI OF LONDON 
STATEMENTS OF ProFit AND Loss* 


(In Pounds Sterling) 
Explanation 1436 1437 1438 1439 
Profits 
On Merchandise........... £4600 £149 17 6 £136 8 7 £207 2 11 
On Exchange............. 7517 9 255 410 199 15 1 207 3 il 
Commissions.............. 3 810 105 1 6 144 13 2 155 1 2 
ele RR PN £127 19 1 £510 3 10 £480 16 10 £569 8 0 
On Merchandise........... £135 £53 3 0 £ 44 19 
On Exchange............. 136 2 11 103 14 1 1427 
ganization.............. £22 5 2 
le RRR tie 40 0 0 “49 5 60 0 0 63 10 0 
Mailing Charges........... 3 911 era 657 713 7 
91 3 810 6 20 8 8 1812 8 
Salaries and Wages........ 7 611 916 1 12 611 1217 8 
Gifts and Charities........ 1217 0 268 214 
Unclassified............... 5 0 310 0 113 6 ii 6 7 
SEs £103 1 5 £206 19 5 £265 15 2 £181 15 11 
2417 8 303 4 215 1 8 387 12 1 
£127 19 1 £510 3 10 £480 16 10 £569 8 0 
} = 


* Source: Gerolamo Biscaro, “Il banco Filippo Borromei e compagni di Londra,” Archivio storico lombardo, XL 


(1913), pp. 381-85. 


Under conditions of equilibrium, a lend- 
er was always bound to make a profit. For 
example, the Venetian ducat was usually 
worth from three to five sterlings more in 
Venice than in London. Similarly the 
Flemish écu of twenty-four groats was 
normally quoted one sterling higher in 
Bruges than in London. This discrepancy 
automatically resulted in a profit for the 
banker, since he could buy Venetian du- 
cats in London at 42 sterlings per ducat, 


he lost on certain exchange transactions: 
The records of the Borromei firm in Lon- 
don show that there were losses, but that 
unprofitable transactions were much less 


frequent than profitable ones. According 


to those data, no losses on foreign exchange 
were incurred in 1436, the first year of op- 
eration (see Table V). In 1437, the Bor- 
romei made a profit on some accounts, 
but suffered a loss on others. Profits, how- 
ever, exceeded losses by £119 1s. 11d. st. 
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The following year the firm lost a total of 
£103 14s. id. st. on several accounts, but 
this loss was made good by a profit of £199 
15s. 1d. st. on other accounts, so that in the 
end there was still a net profit of £96 1s. 
Od. st. In 1439, the Borromei had very 
few losses on exchange dealings. The emer- 
gence of losses on some accounts is attrib- 
utable to the fact that exchange oscilla- 
tions were sometimes violent enough to 
neutralize the influence of the rate of 
interest. The very fact that credit was tied 
up with foreign exchange made banking a 
speculative business. 

The more familiar one becomes with the 
records of medieval merchants, the more 
clearly it appears that accounting had 
achieved a high level of perfection long 
before the middle of the fifteenth century. 
Francesco Datini died in 1410. His records 
contain examples not only of Vostro and 
Nostro accounts, but also of periodic finan- 
cial statements, accruals, depreciation, 
cost accounting, and even of inventory 
valuation according to the rule “cost or 
market, whichever is the lower.’’** Not one 
of these topics is adequately discussed in 
Paciolo’s famous treatise on bookkeeping. 
The explanation for this silence is not hard 
to find. In the opinion of competent schol- 
ars, Paciolo simply incorporated in his 
Summa a handbook on bookkeeping which 
was used by beginners in the Venetian 
schools. Such a work could hardly be ex- 
pected to attempt complicated problems 
which beginners would be unable to grasp. 


FOREIGN EXCHANGE IN EARLY TEXTS 


Casanova (1558) was the first Venetian 
writer to touch upon the problem of for- 
eign exchange. If his description of com- 
mercial practices is accurate and trust- 
worthy, it seems that Nostro accounts 
were little used in Venice but were replaced 
by an impersonal account called ‘“Ex- 
change with Antwerp,” (London, Lyons, 
or whatever the place might be).* The 
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exchange differences were eliminated from 
the current accounts with correspondents 
abroad by using a fixed exchange rate. As 
a result of this procedure, exchange differ- 
ences appear in the Exchange accounts 
just mentioned.“ This method has the 
serious defects of being cumbersome, of 
involving extra work, and of necessitating 
the arbitrary choice of a fixed exchange 
rate. I do not know why this method was 
preferred in Venice. It is certain that 
Venetian business practices frequently 
differed in important respects from those of 
other Italian cities. 

One of the examples given by Casanova 
debits the account Exchange from Lyons 
to Venice (Cambio di Liona Venetia) and 
credits the firm Antonio and Ludovico 
Bonvisi Brothers of Lyons. Casanova then 
debits the payor, a Flemish resident by the 
name of Daniel da Molin (van der Molen) 
and credits Exchange from Lyons to Ven- 
ice. This account does not balance, be- 
cause the gold marks in the face value of 
the bill are converted into Venetian ducats 
at different rates in the first and the second 
entries. The resulting discrepancy be- 
tween debit and credit is corrected by a 
transfer from the account Exchange from 
Lyons to Venice to credit of Profit and 
Loss. Incidentally, it appears from Casa- 
nova’s examples that bills on Venice were 
paid by transfer in bank rather than in 
specie, which confirms what we know from 
other sources.® 

In connection with foreign exchange, 
Casanova remarks that it would not pay 
to remit from Venice to Antwerp at any 
rate below seventy-one groats per Vene- 
tian ducat.® It is not clear from his ex- 
planations whether he means that this 
rate is the mint-par or the Venetian export 
specie point.®* Casanova adds that, if the 
banker intends to return the money by 
re-exchange from Antwerp to Venice, it 
does not make any difference whether the 
exchange is above or below the rate of 71 
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goats per ducat. The banker, Casanova 
observes, is bound to gain so long as the 
price of the ducat is lower in Antwerp than 
in Venice.*® There is much truth in this 
last remark of Casanova’s. A banker who 

ted between two markets and was a 
deliverer in both always made a profit, if 
the rate of exchange was higher in the 
place whose currency was the fixed term 
of comparison than in the place whose cur- 
rency was the variable term of the equa- 
tion.”° It did not matter whether the level 
of both rates was above or below the mint- 


The illustrations in the work of Simon 
Grisogono, a Venetian author of the seven- 
teenth century, are completely lacking in 
originality." He copies Casanova’s ex- 
amples without any change.” Another 
Venetian author, Giovanantonio Mos- 
chetti, whose treatise on bookkeeping is far 
superior to that of Grisogono, gives two 
examples of dry exchange.” In one case, 
the borrower actually benefits from a loan 
and has to repay less than he originally 
borrowed. As has been pointed out, it 
sometimes happened that the borrower or 
taker gained at the expense of the lender 
or deliverer, if the exchange rates were 
thrown out of gear. Moschetti’s second 
example deals with the more common case 
in which the borrower has to pay some- 
thing in addition to repaying the principal. 
This “‘something”’ includes interest, but is 
not “pure” interest by any means. In 
Moschetti’s case, a Venetian merchant 
taises 730 ducats by selling a bill of ex- 
change on London at the rate of 54 
sterlings per ducat. Since he has no credit 
in London with which he can honor the 
bill when it falls due, the agreement is that 
a correspondent in England will take care 
of this matter by drawing on Venice at the 
prevailing rate of exchange. In Moschet- 
ti’s example this rate is 53 sterlings per 
ducat, with the result that the lender 
makes a profit of one sterling on each duc- 


at, while the bills of exchange are travel- 
ing from Venice to London and back (see 
Table VI). 

In this case the lender’s profit (or the 
borrower’s loss) arises out of the one 
sterling difference in the value of the ducat 
(54d. st. in Venice and 53d. st. in London). 
Any increase of this difference would nat- 
urally increase the lender’s profit (or the 
borrower’s loss). Any decrease of the differ- 
ence would decrease that profit (or loss) 
up to the point where the ducat is rated as 
high in London as in Venice. At this point, 
the difference being zero, there would be 
neither a profit nor a loss. If the ducat 
were quoted higher in London than in 
Venice, there must needs be a loss to the 
lender and a profit to the borrower. Such a 
situation is not compatible with equilib- 
rium and cannot be permanent, since lend- 
ers prefer to keep their money in strong- 
boxes rather than to lend it at a loss. This 
attitude, by affecting the supply of loan- 
able funds, would quickly lead to a restora- 
tion of equilibrium. 

On the whole, the problem of foreign ex- 
change did not receive adequate treatment 
in the early Italian works on double-entry 
bookkeeping. What little information they 
gave to beginners had to be supplemented 
by practical knowledge which could be 
acquired only in the counting house. 

The early writers on bookkeeping in the 
Low Countries were strongly influenced by 
Paciolo and did not pay much attention to 
the problem of foreign exchange. Ympyn, 
however, has a chapter dealing with the 
four different kinds of exchange.” In con- 
nection with dry exchange, he observes 
that “it fortuneth sometyme that suche 
money is taken up to little losse, and some- 
tyme to muche, like as the aventure re- 
quireth.””* This statement is perfectly 
true, since the unpredictable swing of the 
exchange rates determined how much or 
how little a borrower would pay for a loan. 
In some cases, he might even have to repay 
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TABLE VI 
Journat Entries RELATING TO Dry ExcHANGE BETWEEN VENICE AND LONDON 


ACCORDING TO AN Example GIVEN IN MOSCHETTI’sS 
TREATISE ON BOOKKEEPING* 


(In Venetian Pounds) t 


Description 


(1) Alessandro Allegris (deliverer or lender)........... 


Exchange with London 


For sale of a bill of exchange on London duc. 730 equal to 
657 crowns or £164 5s. st. at the rate of 54d. st. per ducat. 


(2) Bondomier Bank (transfer bank) 
Alessandro Allegris 


For receipt of prod yoyo of the sale of a bill of exchange, 


written to our credit at the Bondomier Bank. 


For payment in cash of the commission of the London corre- 
spondent, #% on 657 crowns of 5s. st. apiece equals 10s. 11d. 


st. at 53d. st. per ducat. 


(4) Exchange with London 
Alessandro Allegris 


For acceptance of bill from London on Venice, face value 
duc. 741 grossi 7 picciolé 8 being the equivalent of £163 14s. 


1d. st. at 53d. st. per ducat. 


(5) Alessandro Allegris 
Bondomier Bank 


For payment of London bill of exchange, written to our debit 


and to his credit at the Bank. 


(6) Profit and Loss 
Exchange with London 


To close the Exchange with London account. 


Amount 
Dr. Cr 

£isid 
723| 0| 0 
73| 0 
73} 0; 0 
bie 4] 11] 10 
ols 4/111] 10 
3:2}, 8 


* Source: Giovanantonio Moschetti, Dell’universal tratiato di libri doppi (Venice, 1610), pp. 170-171. 
t The Venetian pound groat (libra di grossi) was divided into 20 shillings or soldi of 12 groats or grossi each. 
Each groat was subdivided into 32 piccioli. The Venetian currency system was based on the ducat of 24 grossi. 


One pound was worth ten ducats. 


less than the principal, as in one of Mos- 
chetti’s examples. 

Aside from this chapter, Ympyn has 
little to offer. He is silent on the subject of 
Vostro and Nosiro accounts and gives only 
one or two illustrations in order to show 
how exchange transactions should be re- 
corded in the books.”* Ympyn himself was 
an Antwerp mercer whose capital was 
certainly not large enough to engage suc- 


cessfully in banking. This circumstance 
may explain why banking does not receive 
more emphasis in his book. 

Mennher, a Bavarian, and Savonne, a 
Frenchman, were both schoolmasters in 
Antwerp, where they taught arithmetic and 
their native languages besides bookkeep- 
ing.” Mennher scarcely mentions foreign 
exchange, but Savonne gives some details 
on the clearing of debts at the fairs of 
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lyons.”* The Dutch author, Claes Pieters- 
won of Deventer, has two illustrations, 


me regarding the purchase, and the other 
regarding the payment, of a bill of ex- 
change. He opens an Exchange account 
(Rekening van Wissel) for the foreign cor- 
respondent in order to record the accept- 
ance of a bill of exchange. Upon payment 
of the bill, this account is closed by debit- 
ing the correspondent’s current account 
(Loopende Rekening) and crediting Reke- 
sing van Wissel.”® Why this useless compli- 
cation is introduced is not clear to me. 
Perhaps the author did not know much 
about foreign banking himself. In the six- 
teenth century the art of banking was still 
considered a “mystery” whose secrets 
were closely guarded by the bankers. 

The first Flemish authors who refer to 
Nostro and Vostro accounts are Barthé- 
my van Renterghem and his follower 
Zacharias van Hoorebeke.*® The latter’s 
book contains no text but only an illustra- 
tion. Nostro and Vostro accounts called 
mon and son compte courant are opened for 
foreign correspondents. The purpose of 
having such accounts is not explained. 
Modern authors have criticized their pred- 
ecessors for having no Notes Receivable 
or Notes Payable accounts.* I think that 
this criticism is unfair. One should not 
forget that there was little need for such 
accounts, since commerical paper was 
neither endorsable nor discountable as it 
is today. 

The accounting problems of foreign ex- 
change which received only scant atten- 
tion from Paciolo and his imitators in 
Italy and in the Low Countries are dealt 
with at great length by the Dutch authors 
of the seventeenth century. Waningen van 
Kampen, for example, opens a special 
account for all bills payable or receivable 
at a certain fair.** These fairs grew up be- 
cause the usury prohibition prevented the 
development of local credit institutions 
and because the distantia loct remained an 
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essential feature of the exchange contract. 
The most important fairs were those of 
Lyons, Frankfort, Besancon, Genoa, and 
Piacenza.™ 

Wanirgen also takes up the problem of 
Nostro and Vostro accounts, which were 
designated by the words mijne (and sijne) 
rekening in the Dutch, and mon (and son) 
compte courant in the French, editions of 
his works.™ He explains carefully that a 
Vostro account is opened for a foreign prin- 
cipal and a Nosro account for a foreign 
agent. Consequently, both accounts are 
needed, if a foreign correspondent is at 
times a principal and at other times an 
agent. Waningen’s illustrations show that 
Nostro accounts are kept in two currencies 
and are adjusted for exchange differences. 
Waningen fails to stress the point that 
Nostro and Vostro accounts are of crucial 
importance in foreign banking. 

The same approach to the problem is 
found in Antonio van Neulighem, in Abra- 
ham de Graaf, in the anonymous author 
of a textbook published in 1754, and in 
other Dutch authors.™ M. de la Porte, 
whose book was the most popular treatise in 
eighteenth-century France, explains that a 
Nostro account (mon compte courant) has 
to have two extension columns because it 
is in foreign money that accounts are 
settled with agents abroad. “They always 
make,” de la Porte explains to his reader, 
“all their collections and disbursements in 
the currency of their country.” The other 
explanations given by the author are good 
but contain nothing that is new.” 

Among the early English writers on 
bookkeeping, John Carpenter was appar- 
ently the first to devote much space to the 
recording of exchange transactions. He 
explains in great detail what is to be done 
in a number of cases, for instance, when a 
bill is purchased, issued, accepted, or 
paid. He then makes the following remark, 
placed in italics in order to attract the 
attention of the reader: “But you must 
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remember to make a difference betwixt 
his account and your account.’’** Carpenter 
goes on to explain what he means by “his 
account” and “‘your account.” 

As for example—All which another doth for you, 
you shall write it, Such are on my account. 

And contrarily, that which you doe for him, you 
shall write it, such are on Ais account. [Italics 
mine] 

Carpenter seems to think that it is possi- 
ble to determine the profit or the loss on 
each single transaction. For example, he 
advises his reader to debit the acceptor and 
to credit the foreign correspondent’s Nos- 
tro (or “‘my”’) account and Profit and Loss, 
whenever money is remitted by exchange 
“with gain.”** For as much as foreign 
moneys are found “more for credits than 
for debts,”’ such gains, according to Car- 
penter, should be carried at once to Profit 
and Loss. I do not believe that this is a 
practical suggestion. According to the rec- 
ords of medieval merchant-bankers, 
exchange differences were actually ascer- 
tained and transferred to Profit and Loss 
only periodically, usually when closing the 
books. 

The definitions given by Carpenter sug- 
gest perhaps better than any others what 
the words Nostro and Vostro accounts 
really mean and how they came into use 
in the English language. A Nostro or “our” 
account is an account for recording those 
transactions in which “we” are principals. 
A Vostro or “your” account is an account 
for recording those transactions in which 
“you,” the correspondents, are principals 
and “we” are agents. Since principals, and 
not agents, assume the responsibility for 
exchange differences, it follows that the 
foreign currency is the ruling currency in 
the case of Nostro accounts. In the case of 
Vostro accounts, on the contrary, the local 
currency sets the rule and determines who 
is debtor or creditor and for how much. 

This survey of the early writings on 
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bookkeeping is rather disappointing. It 
reveals two striking facts: (1) the absence 
of any important innovations between the 
end of the fourteenth and that of the 
seventeenth centuries; (2) the lag of theo- 
retical treatises behind actual business 
practices. This lag may be due to the fact 
that most early writers, including Paciolo, 
were schoolmasters with no practical busi- 
ness experience, or that didactic works 
necessarily give a simplified and distorted 
view of actual business practice. Whatever 
the truth may be, there is no doubt that by 
the end of the fourteenth century double- 
entry bookkeeping had reached maturity, 
With regard to banking, a satisfactory sys- 
tem had been worked out in order to keep 
a record of exchange transactions and to 
determine the profits accruing therefrom. 

As our analysis of the Datini, Borromei, 
Cambi, and Medici records clearly shows, 
banking profits originated in exchange 
differences. Therefore, bankers were “ex- 
tremely accurate in distinguishing My ac- 
count from His account,” as Postlethwayt 
remarks, and he knew very well what he 
was talking about.*® The ledgers of medi- 
eval bankers do not contain any account 
called “Interest Income.” Nor is there any 
account for Interest Expense. It is true 
that the Italian merchant-bankers often 
paid interest on time deposits, but it was 
called deposito, discrezione, dono (“gift”), 
guadagno (‘“‘gain’’), or provvedigione (‘“‘com- 
mission’”’).*! The use of the word “interest” 
itself was avoided like the plague. 

True, interest was concealed in the ex- 
change rates, but the presence of the in- 
terest factor was boldly denied.” The 
merchants argued—and the canonists 
agreed—that exchange transactions did 
not involve a mutuum or a loan of money 
for certain gain. It is quite true that the 
profit on individual exchange transactions 
was uncertain. As the analysis of our data 
reveals, it did happen that occasionally 
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the lender lost. Nevertheless, the reason- 
ing of the canonists was fallacious: they 
overlooked an essential point, namely, that 
the presence of the time factor tipped the 
scales in favor of the banker. While he 
suffered a few losses, the banker was bound 
to gain on most transactions, if he was a 
clever and cautious manager. Losses oc- 
curred only when the exchange rates were 
not in a position of equilibrium. Such a 
condition could not persist over a long peri- 
od of time, for the economic forces of the 
money market automatically tended to- 
ward the restoration of equilibrium. The 
profit-and-loss statements of the Datini 
and the Borromei firms and the illustra- 
tions in Moschetti’s treatise afford con- 
clusive evidence that the banking business 
was speculative but usually profitable. 

The records of the merchant-bankers 
and the illustrations given by the writers 
on bookkeej ing make it absolutely clear 
that bills of exchange were not discounted. 
The practice of discounting domestic bills 
did not develop until the middle of the 
seventeenth century. Prior to that time 
there were no domestic bills; all bills were 
foreign bills and nearly always involved a 
real exchange transaction. The writings 
of the early English mercantilists never 
mention the rate of discount, but are full 
of references to the rate of exchange. This 
fact in itself is significant. 

In the Middle Ages, the word “dis- 
count” was not unknown but referred to 
what would be called today a “cash dis- 
count,” that is, a refund to a customer for 
prompt payment.® “Discount” acquired 
another meaning in the seventeenth cen- 
tury when bankers, especially in England, 
began to deduct interest from the face 
value of domestic bills. The Frenchman 
de la Porte, whose Science des Négociants 
was first published in 1712, gives the two 
meanings of discount in the glossary of 
business terms included in his book.” The 


Englishman Postlethwayt in his famous 
Universal Dictionary of Trade and Com- 
merce (first edition, 1751) emphasizes that 
the word ‘“‘discount” has different mean- 
ings among bankers and among traders or 
merchants. 

It is clear from the data examined here 
that “banking” in the Middle Ages meant 
“a traffic in bills of exchange.” Even for 
the Frenchman de la Porte, early in the 
eighteenth century, faire la banque and 
faire le commerce de letires de change are 
still one and the same thing. There were 
also local transfer banks such as the Vene- 
tian banchi di scrittu described by Paciolo, 
the famous Bank of St. George in Genoa, 
and later the Wisselbank of Amsterdam. 
(Such banks, according to Dafforne and 
others, did not exist in England.) These 
are the two types of banking mentioned 
by de la Porte. He knew no other. But 
he probably was not acquainted with con- 
ditions in England. By that time great 
changes had occurred across the Channel. 

It is, of course, untrue that banking 
originated in the British Isles or that the 
medieval precedents can be dismissed as 
unimportant. The records of the Italian 
bankers testify to the contrary. But it is 
true that modern banking methods were 
first developed by the London goldsmiths 
and later by the Bank of England and the 
private bankers in Lombard Street. This 
“new fashioned mystery” of banking had 
no precedent either in England or else- 
where and consisted in the trade in bul- 
lion, the discounting of domestic bills, the 
issue of notes, and the acceptance of de- 
posits payable on demand, or “keeping a 
running cash,” as it was called in those 
days. 

Postlethwayt, who was well informed, 
calls this type of business “domestic bank- 
ing” and distinguishes it from “another 
species” which is properly known by the 
name of “foreign banking.” This type of 
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banking, Postlethwayt explains, consists 
largely in the “negotiation of foreign bills 
of exchange.”’ This foreign banking is little 
practised in England as compared with the 
Continent where, however, little business 
is done in domestic bills.** Postlethwayt 
adds that “‘one motive to domestic bank- 
ing” is the discounting of domestic bills, 
but that foreign banking requires ‘more 
sagacity,” because of the “nicety” in- 
volved in the computation of the exchange 
rates. Foreign banking also requires ex- 
tensive knowledge of “the ebbs and flows 
of the exchange” so that one knows “‘where 
to purchase bills cheapest and dispose of 
them dearest” [italics mine].!°° This last 
passage especially has a familiar ring. It 
is a repetition of similar observations made 
by Francesco Balducci Pegolotti, Giovanni 
da Uzzano, Luca Paciolo, Bernardo Da- 
vanzati, Alvise Casanova, and other 
Italian writers on the business of banking 
and foreign exchange. 
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Early Accounting Problems of Foreign Exchange 


The date of the entry is November 4, 1399. The Uni- 
versity of Illinois library has a duplicate set of the micro- 
flms which the author made in the Datini archives. 

# At that time the exchange rate between Bruges 
and Barcelona was quoted in both places at so 
shillings and deniers of Barcelona per écu of 22 


® There is an exam StU 
page of the memoran 
Arch. Dat., No. 802 (Nicastro, No. 170), Barcel- 
jona, Libro nero D, fol. 239": Alberto e Bernardo 
Alberti e conpagni di Bruggia deon dare a di 4 di no- 
yembre V 550 di Filipo rimettemo loro per uso in Dia- 
qui Antonio d’Alesandro e 
ae carta 241 debe avere, sono di gr. 22 per v. £50 £50 
38 gr. £262 s.7 d.11 [Barc.]. 
® Arch. Dat., No. 841, fol. 55". The date is Decem- 
ber 16, 1399. 
Arch. Dat., No. 802, fol. 240°: pony 16 
didicenbre V 429 1/11 di Filipo di gr. ager 7 amet 
= per uso in Diamante e Altobiancho degli Alberti e 
i per la valuta a sol. 9. den. 11 per V qui da 
Nic olaio degli Alberti e at ee Soldani in questo c. 
244 debe dare, sono di grossi. . . . £38 5.8 4.4. £207 3.15 
[Barc.]. 
™ Arch. Dat., No. 1146, Cambiali. “In the name of 
God, Amen. 12 "December, 1399. Pay by this first [of 
exchange] at usance to Domenico Sancio six hundred 
écus at 10s. 5d. per écu, which V7 600 at 10s. 5d. per 
écu are for the ae [received] from Jacopo Gosco, and 
charge [this] to our account here. May God protect you 
Giovanni Orlandini and Piero Benizi & Partners in 
Bruges.” On the back: “Francesco [Datini] from Prato 
& Partners in Barcelona. First [of exchange].” 
% Arch. Dat., No. 802, Libro nero D, fol. 283". 
% Bensa, op. cit., p. 333. There are other examples 
among the bi , photographed by the author. 
Arch. Dat., No. 802, fol. 284: Giovanni Orlandini 
e Piero Benizi e conpagni di Brugia deon avere a di 26 di 
dicenbre [1399] \7 200 a sol. 10 den. 6 per V rimisonci 
per di 20 di genaio in Giovanni Bibero ne la facia da lato 
dare, per altri ne diero a Piero Gilaberto......... 
% The same custom existed in Venice, Milan, 
Bruges, and other European commercial centers. Ac- 
cording to entries in the ledger of Jacopo Badoer, a 
Venetian merchant residing in Constantinople in the 
second quarter of the fifteenth century, Italian transfer 
banks were operating in that city. F io Besta (La Re- 
gioneria [3d ed., Milan, 1922], III, p. 313) cites one en- 
try. I have found numerous others in the ac- 
count book in Venice: Archivio di Stato; ivio dei 
Cinque Savi alla Mercanzia; Busta, 958; Registro 
y a municipal ordinance money- 
changers were required to have their offices in the Ex- 
change, called Lonja in Catalan and Loggia in Italian. 
Pere Brunet is mentioned as a private banker in official 
records and in the account books (1377-82) of another 
Barcelona transfer bank, Pere des Caus & Andreu d’Oli- 
vella. See Usher, op. pp. 245, 258, 
% A typical example among many is the 
On December 26, 1399, the Datini branch in Barcelona 
received a remittance from the Orlandini in Bruges. 
This remittance was accepted on that date by Giovanni 
Bibero, the drawee, a draper of Barcelona. The Neg 4 


in the Datini ledger to record the transaction is: 
Giovanni Bibero, Cr. the Orlandini (see reference ay. 


The debit to Brunetto’s account 


E a di detto disonci per Giovanni drapiere in 
carta 284 deb’avere................ £105.0.0 
The credit to Bibero’s account reads: 


Giovanni Bibero dé avere a di 24 di genaio £105 
diseci per lui Piero Brunetto, in questo a c. 297 debe 
(Arch. Dat., No. 802, fols. 284", 297") 

Note the expression: diseci per lus Piero Brunetto (‘Piero 


me that we received credit for 
# Arch. Dat., No. 801, Barcellona, Libro Verde C, 


fol. 159’. The exchange rate was 15s. 4d. Barc. per florin 


Genoa. 

% Ibid., fol. 161°: Giovanni Bonini e Domenicho de’ 
Benedetti deono avere a di 24 di maggio [1398] £ du- 
Genova de he 13 d.4 bar. prometemo loro per lettera da 

a eee 340 da Giovanni di Gio- 
per Diamante e Altobianco di Brugia in 
questo ¢ c, 189 debe [dare £260 s.12 
% Arch. Dat., No. 800 (Nicastro, No. 168), Barcel- 
lona, Libro rosso B, fols. 11”, 31". 

* Arch. Dat., No. 802, Libro nero D, Fols. 283", 
284". The debit entry in Barberi’s account reads as fol- 
lows: E dé dare a di 26 164.8 


traseci per uso in noi medesimi per \/ 1000 di Filipo, n’ebe 
da ini e Benizi per loro in questo 


= 
reads as follows: E avere detto di £520 s.16 4.8 
remisonci per uso in noi medesimi per V mille ne die a 
G Barberi per loro in questo a c. 238 debe 


oover, ‘ . cit. 

Puys, L’ letires de change (Paris, 
# Arch. Dat., No. 801, Libro verde C, 


rom account are given iscaro, 
loc. cit., pp. 334-337. 

Ibid., pp. 336-341. 


# Biscaro, loc. cit., p. 283. 
@ The ‘suthor had the vilege of examining this 
au pri 
and other account books a 
in the possession 
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re £520 s.26 4.8 
Itahan text see Labie Li, the irst entry on the de’ 
side of the Mannini’s Vosiro account. Another example ane 
is found in No. 802, Libro nero D, fols. 39” and 114". Su a 
4 Arch. Dat., No. 801, fol. 250". aa 
3 Biscaro, “Il banco Filippo Borromei e compagni di . 
[bid., pp. 332-333. 
Ibid., pp. 327, 334. 
“ Bensa, op. cit. pp. 335, 349, There are several ex- va, {Gs 
amples among the photographed by the author in ae 
1938. One reads, ponete a conto di nostri maggiori, an- ; ia 
it., 
Id 19 
ge of Mr. Otto Lange of Florence. Later, they became the ge 
al. y of Prince Piero Ginori Conti of Florence. The PN 
1. a period from 1435 to 1459. The book was 
first kept in Bruges, where Bernardo Cambi resided a 
th from 1435 until 1450, when he returned to Florence, his ° Je 
1 
1490, fol. 2. 
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Heinrich Si Die Handlungsbuecher der 
Medici lt oe te der Kais. Akademie der 
Wissenschaften in Wien, Philosophisch-Historische 
Klasse,” Vol. CLI, No. 5 [Vienna, 1905]), p. 9. 

8 Florence, Archivio di Stato, Mediceo avanti il 
Principato, Filza No. 133, No. 1. 

5! An excellent example is given by Alberto Cecche- 
relli, J libri di mercatura della banca Medici e l’applica- 
sione della partita doppia a Firenze nel secolo XIV 
(Florence, 1913), pp. 28-29. The emergence of a profit 
or loss is due to th tion of the forces at work in 
the money market and not, as Professor Ceccherelli be- 
lieves (p. 26), because the circulation of Pisan and other 
foreign coins was forbidden in Florence by the statutes 
of the Arte ne ee or Bankers’ Guild. 

Tbid., 

BF archivio di Stato, Mediceo avanti il 
Filza No. 134, No. 2, ‘fols. 240"-41", 249"— 


& Armand Grunzweig, Correspondance de la filiale de 
Bruges des ~ edici (Brussels, 1931), I, xxiii; Biscaro, Joc. 


cit., 
WEcandie op. cit., pp. 129, 131. 

% This matter is fully explained i in my article, “What 
Is Dry Exchange?” Journal of Political Economy, Sep- 
tember, 1944. 

§' Arch. Dat., No. 1165 (Nicastro No. 1129), Qua- 
derni del Saldo (Bilanci). 

5* Here are a few of those entries: 

Per pro di cambi 7 600 rimisi a Brugia in questo c. 


180 Luigi e Salvestro debino [dare]. ....... £6 5.13 dA 
dealt ro di cambi a la ragione di Brugia di Diamante 
berti in questi c. 164 debe.......... £3 s.0 4.0 

“< pro di cambi al conto di Brugia di Giovanni Or- 
landini in questo c. 219 debino............ £7 s.10 4.0 
Per pro de cambi al conto de’ nostri magiori di 
Firenze in questo c. 241 debino........... £11 5.24.1 


Arch. Dat., No. 801, Libro verde C, fol. 357”. 

8 Tbid., fol. 391”. It from the ledger that the 
reserve was created by c ing the account Spese di 
Mercatantie. The text of the entry posted to the debit 
of this account is as follows: . . . faciemo riserbo per lelde 
di Barzalona e Cholliveri e altre spese ci resto in questo 
conto [a] aconciare, in questo c. 295 riserbo debe avere. . 


Lelde were some kind of taxes or rather tolls levied on 
goods passing through Barcelona and Collioure (Chol- 
liveri), a small port near the frontier between Catalonia 
and Roussillon. Other examples of reserve accounts are 
given by Corsani, oP cit., p. 114. 

Biscaro, 307. 

The usance from London to Venice was 
three months either way. 

® It should, however, be emphasized that the “cost 
or market” rule was applied only in isolated instances. 
In general, inventory valuation did not raise a problem, 
because of the prevalence of venture accounting 
Medieval merchants expected to sell goods at whatever 
they would bring. See Balduin Penndorf, Luca Pacioli, 
Abhandlung ueber die Buchhaltung (Stuttgart, 1933), 
p- 37; idem., “Inventar, Bilanz und Bewertung in der 
italienischen Buchhaltung des 14. Jahrhunderts,” Zeit- 
schrift fuer handelswissenschaftliche Forschung, XXIV 
v1990), PP 489-95; A. C. Littleton, “A Genealogy for 
‘Cost or Market’, »” ACCOUNTING REVIEW, XVI (June, 
1941), pp. 161-67; Laurence L. Vance, “The Authority 
of History in Inventory Valuation,” AccOUNTING RE- 
view, XVIII (July, 1943), pp. 219-27. 

® Nosiro and Vostro accounts were certainly kn 
to the Venetians, for Andrea Barbarigo kept cath a ac- 
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counts with foreign correspondents. Barbarigo’s repre. 
sentative in Bruges was the firm Vettor Capello e com. 
.InB ’s ledger two accounts were o 
S this firm: one called Vettor Capello e fratelli per conte 
proprio (the Vostro account) and the other called Vettor 
Capello e fratelli per conto di Brugia (the Nosiro account), 
The latter has custo’ o columns, the first for 
the Flemish currency wadew second for the Venetian 
currency (prima moneda da Brusia, dopo moneda d 
Venixia, as is itly stated in the narrative column), 
Some of these details are given by Besta (Ragtoneria 
II, p. 307), and by Vittorio Alfieri (La partite doppia 
applicata alle scritture delle antiche aziende mercantili 
venesione (Turin, 1891], pp. 78-79), but I have been able 
to complete them by going to the original manuscript 
in Venice, Archivio di Stato, Raccolta dei registri Bar- 


— Mastro di Andrea , 1430-1440, fol. 
4 

* Casanova (op. , NO pag.) gives y examples, 


and on folios 14, 31, and 36 of his samples of a 
r. The influence of Venetian practices on southern 
Gsuiienp was very strong. It is, therefore, not surprising 
that the use of an Exchange Account for the purpose of 
absorbing exchange differences is ~_ recommended by 
south German writers, especially by Gammersfelder. 
See Baiduin Penndorf, Geschichte der Buchhaltung in 
Deutschland (Leipzig, 1913), p. 145. 

% Casanova, op. cit., fol. 36 of ledger samples. Ap- 
parently Casanova did not use fictitious names in his 
illustrations. This Daniel van der Molen was actually a 
Flemish merchant residing in Venice. See Florence Ed- 
ler, “The van der Molen, Commission Merchants of 
Antwerp: Trade with Italy, 1538-44,” Medieval ond 
Historiographical Essays in Honor of James Westfall 
Thompson (Chicago, 1938), pp. 86-89. Casanova also 
mentions the famous Anton Fugger, the Lucchese bank- 
ers Antonio and Ludovico Bonvisi in Lyons, the Ant- 
werp merchant Jean della Faille (Giovan dalla Faglia), 


etc. 
Pa his journal entries under the date of July 14, 
7 Casanova, “Svegliamento agli insperti che per An- 
versa cambiano,” op. cié., pag. 

® If Casanova refers to t  mint-par, his statement 
is wrong. In any case the English mercantilists deal 
eng satisfactorily with this problem than do the Ital- 


“eo See also an entry in the ledger of Andrea Barbarigo 
jem en by Alfieri, o » OP. cit., p. 79. Barbarigo states that 
lost because he took up money by exchange at 44 st. 
— in Venice and at 40 st. or thereabouts in Lon- 


% This is a general rule. Equilibrium required, for 
example, that the ducat be rated higher in Venice than 
in Antwerp, that the French franc be rated higher in 
Paris than in ron , that the Flemish écu of twenty- 
two groats be ra’ higher i in Bruges than in Barcelona, 
that the Pound Sterling be rated higher in London than 
in Antwerp, etc. A demonstration of the rule is given in 
my article, “What is Dry Exchange?” loc. cit. 

7 Besta, op. cst., ITI, 400. 

7% Simon Grisogono, I] mercante arricchito del per- 


Setto quaderniere (Venice, 1609), fol. 15 of ledger; a copy 
is in the Montgomery Library of Accountancy, Colum- 
bia University. Cf. Casanova, of. cit., fol. 14 of ledger. 
7 Giovanantonio Moschetti, Dell’ universal tratiato 
di libri doppi (Venice, 1610), pp. 168-71. There is a copy 
in the Mon ry Library. 
name was $0 Ympens, Christoffelszoon 
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(“Chris 's son’’). See Raymond de Roover, ““Some- 
thing New about Jan Ympyn a The Ac- 
countant, XCVII (1937), p. 

% The quotation is from the version 
Ympyn’s Treatise, published by P. G. A. de Waal, “De 
Engelsche Vertaling van Jan Ympyn’s Nieuwe Instruc- 
tie,’ Economisch-Historisch Jaarboek, XVIII (1934), 
1-58. The French text is given in C. P. Kheil, Ueber einige 
wdtere Bearbeitungen des Buchhaltungs-Tractates von Luca 
Pacioli (Prague, 1896), p. 23. 

% P. G. A. de Waal, Van Paciolo tot Stevin. Een bij- 
drage tot de leer van het boekhouden in de Nederlanden 
1927), p. 114. 

7 de Waal states 0p. cit., p. 143) that Savonne “me 
merchant and that he never resided in Antwerp. The 
fact is Savonne lived in the rue des Israélites near the 
Bourse or Exchange. Both he and Mennher were mem- 
bers of the Schoolmasters’ Guild. Mennher was admit- 
ted as a member in 1549 and died about 1569 or 1570 
(Antwerp, Stadsarchief, Gilden en Ambachten, No. 
4550, fols. 3, 36, 53, 56). 

8 de Waal, op. cit., pp. 156. 

Ibid., pp. 167-68. 

Thid., pp. 251-55. 

Tbid., p. 255. 

® Onko Ten soa De leer van het boekhouden in de 
Nederlanden tydens de en achtiende eeuw 
(Delft, 1933), pp. 33-34. 

% Qn this topic, consult Richard Ehrenberg, Das 
nen der Fugger (3d ed., Jena, 1922), II, pp. 69-146, 


“ Henry Waningen, Le thrésor de tenir livre de comp- 
tes d Pitaltenne (Amsterdam, 1615), no pagination. Ex- 

amples in wastebook from fols. 6-9; in journal, fols. 
6-9; in ledger, fols. 6-8. There is a copy of this French 
edition in the Montgomery Library. 

% Ten Have, op. cit., pp. 47-53, 1 119, 175. 

% M. de la Porte, La science des négocians et teneurs 
de livres (2d rev. ed., Paris, 1715), p. 38. 

87 Tbid., pp. 112 f., 246, 252 £., 338 f. 
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* John ter, A Most Excellent Instruction for 
the Exact and ect Keepin Merchants Bookes of Ac- 
Debtor and Creditor after the Tialtan 


counts by W. 
has a copy. 

8® Tbid., p. 60. 

se Malachy Postlethwayt, “Remittance,” The Un - 
versal Dic Trade and Commerce (2d ed., Lon- 


onary 
don, 1757), II, p. = 
* Edler, G . 107, 110, 138, 227, 322; de la 
; Grunzweig, op. cit., I, p. 131; 
Amintore Fanfani, Le origins dello spirito ca 
in Italia (Milan, 1933), p. 41. Francesco Sassetti, gen- 
eral manager of the Medici banking house, uses both 
discresione and provvedigione in his libro segreto, 1462- 
1472 (Florence, Archi 


vio di Stato, Carte Strozziane, 
Series II, No. 20), fols. 11, 12, 13 and passim. Cf. Flor- 
ence Edier de Roover, “Francesco tti and the 


Downfall of the Medici Banking House,” Bulletin of 
the Business Historical Society, XVII, No. 4 (October, 


1943 
mercantilists (Malynes) and late 


English 
canonists nied Thomas Wilson) frankly admit the pres- 


ence of the interest factor. See my article, “What is Dry 
loc. cit. 
405-6. 


Edler, Glossary, pp. 

Porte, op. a, 

wayt, , op. cit., I, 647. 

D. 

hard The Merchant's Mirrour (Lon- 

Geijsbeek, op. cit., p. 143. 

% de la Porte, op. cit., p. 533. 

* No wonder at the continental de la Porte knew 


Postlethwayt’s Dictionary (I, Wve 
that the of this fs description of the 
erent types of banking in Englan 
tinent has been missed. 


“ENGLISH SYSTEM 


OF BOOKKEEPING’ 


S. YAMEY 


“Jones, in fact, occupies in Book-keeping the 
place which Macpherson with his “Ossian” fills in 
literature. Both prove that success can be achieved 
by unblushing impudence.”’ (J. Row Fogo) 


N 1796 Edward Jones’s The English 
I System of Book-keeping was published 
in Bristol. The first edition contains 
a list of over 4,000 subscribers resident in 
all parts of England. The Bank of England 
and the Honourable East India Company 


each subscribed for five copies. The author 
is said to have profited to the extent of 
£25,000 from his ‘‘invention,” a large 
portion of which amount, it seems clear, 
must have accrued from the patent fee of 
one guinea, “first had and received,” pay- 
ment of which authorized the practical 


1 Jager: Die Berechtigung der Einfachen Buckhaltung, 
1868, p. 13. 
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application of the system? His system is 
stated to have been widely used in both 
England and America.’ His book is pref- 
aced by a handsome testimony, signed 
among others by the Governor of the Bank 
of England, D. Giles, Esq., and by Robert 
Peel, M.P. His work ran into at least 
sixteen editions in England, one as recent 
as 1882, had several American editions as 
well, and was translated into German, 
French, Italian, and Russian. It gained an 
international reputation in a short while, 
and is probably the only English work on 
accounting, leaving out of account the 
more recent works of Pixley, Dicksee, and 
their successors, which has had consider- 
able influence, if only for a brief time, upon 
the development of accounting on the Con- 
tinent. 

Yet it is the author of this book whom 
Row Fogo has seen fit to compare with 
Macpherson; and another sober historian, 
Dr. Jager, has made it clear that Jones’s 
significance lies solely in the advertising 
campaign, novel in its blatancy, which 
introduced his system into commerical 
circles during the Napoleonic wars.‘ 

The 150th anniversary of the publica- 
tion of the English System is not far off, 
and perhaps it is fitting to review the mem- 
orable work and the circumstances sur- 
rounding its launching into the world. It 
may be stated at once that the historian 
writing today should not revise the opin- 
ions of his predecessors (though some have 
tried to do so) and adopt a more generous 
attitude towards his subject. Jones was 
almost certainly a rogue or, what is scarc- 
ely a more generous verdict, the guileless 


2 Jones was apparently worried about the unau- 
thorized use of his system. In the first edition a reward 
of 100 guineas was offered “‘payable on conviction, to 
any person who shall give me information of any one 
using this system without my permission.” In a later 
edition there is this appeal: “May I, without offence, 
request of the Subscribers not to lend this Volume to 
Non-Subscribers?” 

3 Jager: op. cit., p. 13. 

4 Jager: Altes und Neues aus der Buchhaliung, 1889. 


victim of his own powers of persuasion, 
But his success is his partial vindication, 
and the traditions of English accounting 
literature in bygone days, rich as they are 
with the extravagant eloquence and mer- 
cantile hyperbole of men like Deighan, 
Robert Colinson, and Stephen Monteage, 
are enriched and enlivened by his career. 

About Jones himself little can be said. 
His memory, unlike that of his literary 
counterpart, Macpherson, is not perpetu- 
ated in the Dictionary of National Biogra- 
phy. In his book he is reticent about his 
career, if not about his capabilities. But it 
is evident that he had an extensive experi- 
ence of accounting in practice. His book 
ends with a restrained advertisement: 
“Mr. Jones presents his Respects to the 
Bankers, Merchants, Tradesmen, etc., of 
Great Britain, and offers his Services to 
them as an Accomptant, in the Settlement 
of Partnership Accounts, or in the Affairs 
of Bankrupts, in the Balancing or Exami- 
nation of Books, or in the Settlement of 
any Disputed Accounts by Arbitration or 
otherwise.” The “otherwise” suggests pos- 
sibilities of powers not directly associated 
with the mystery of accounting, but both 
Jones and history remain silent about 
them. 

The publication of the English System 
was preceded in 1795 by Am Address to 
Bankers, Merchants, Tradesmen, etc., in- 
tended as an introduction to a New System 
of Book-keeping. This Address, which is in 
substance reproduced as an Introductory 
Address in the main work, sets out in the 
author’s compelling style the faults, de- 
merits, and positive dangers of the existing 
bookkeeping methods, both by single and 
double entry, without so much as giving a 
foretaste (other than of its promised ex- 
cellence) of the magnificent new system 
about to be made known to the long- 
suffering commercial world. 

The two Addresses are of great interest, 
as they must be held largely responsible 
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for the material success of the system. And 
just as Jones was wise to withhold his 
invention until he had elaborated upon 
the evils of existing practices, it may be 
advisible to reproduce parts of his Ad- 
dresses before describing the new system 
in any detail. 

He begins by justifying the need for his 
new system. He is aware that it is generally 
the fate “. .. of new inventions to meet 
with disapprobation and opposition, until 
their utility has been proved by experi- 
ence.” “Antiquity and general use are 
deemed sufficient reasons for rejecting 
even the consideration of improvement.” 
He deplores this inertia of the human 
mind, but he reasonably agrees that an 
invention must be substantiated before 
“... the public attention should even be 
asked.” “But though, I confess, it has re- 
ceived unprecedented sanction from men of 
candour and liberality, I shall feel obliged 
to take notice of the uncandid opposition 
it has met with, from a few unthinking and 
illiberal men.” He asks those who oppose 
him to reflect upon his work.” ‘Then will 
the English System of Book-keeping rise to 
its proper level and the men who continue 
to oppose it be left in a sullen minority— 
dark as the principles on which they 
have grounded their opposition.” And he 
adroitly uses his testimonies from “Gentle- 
men of the first respectability” to refute 
any suggestion that he is “indulging in a 
‘take-in’.”’ 

Having established his good faith and 
having hurled imprecations against his 
adversaries, he declares boldly that “... 
an invention more extensively useful, more 
advantageous to the commercial and trad- 
ing interests of these kingdoms, by its pre- 
venting fraud and imposition in accounts, 
or more respectably recommended, perhaps, 
never yet made its appearance.” And a 
parting shot is delivered at his detractors: 
“The intention, therefore, of the man who 
opposes it ought to be suspected.” 
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His wide experience of accounts brought 
him up against the evils that abounded. 
But a comparatively trivial incident, such 
as often marks the turning point in a man’s 
career, determined him to end these evils, 
“A set of Books came under my notice, 
which had been used, in the same trade, 
through four different Partnerships, and 
never balanced, or the accounts with either 
Partnership regularly settled! In fact the 
men were not Accomptants, and the per- 
son in whom they had placed confidence 
deceived them. . . . The consequence was 
the fourth Partnership was dissolved; the 
Books were then balanced, and the concern 
unexpectedly proved insolvent! It was this 
that made me determine never to give up 
the matter, till I had compleated such a 
System as would, to a certainty, counter- 
act these alarming Evils.” It took him 
“the leisure moments of more than five 
years” spent “in wearisome and fruitless 
endeavours” before he succeeded beyond 
his ‘‘most sanguine expectations.” Shrewd- 
ly he disclaims that he alone noticed the 
evils of contemporary practice, “. . . for I 
do not mean to arrogate to myself any 
exclusive or superior intelligence to other 
men.” But he cannot entirely resist the 
pleasure of self-praise. “But it is not every 
man who reflects upon an Evil, that 
chooses to set about providing a remedy.” 

He then proceeds to inveigh against 
single and double entry book-keeping. In 
brief, his criticisms are that their com- 
plexity makes fraud and deception easy, 
that the process of balancing is difficult 
and wearisome, and that frauds and errors 
remain undetected. Concerning fraud; he 
is less vehemently disposed towards single 
entry: “Of the two Systems, the method 
by Single Entry claims, in a certain sense, 
a preference; as that by Double Entry, be- 
ing more complex and obscure, admits of 
greater secrecy in case of fraud, and is more 
capable of being converted into a cloak, 
for the vilest statements that designing 


ar 


sion, 

‘ion, 

ting 

are 

ner- 

lan, | 

age, 

er. | 

aid. 

ary 

>tu- 

his 

his 

t it | 

eri- 

00k 

nt: 

the 

of 

: 

ent | 

ni- 

of 

or 

ed | 

th 3 

om. 

e- | 

id 

a 4 

m 


410 


ingenuity can fabricate.” The arithmetic 
balance provided by double entry lulls the 
readers of accounts into a false sense of 
security. “If a Bankrupt should be a dis- 
honest instead of an unfortunate man, and 
had had his Books kept by Double Entry, 
what a cloak for deception is the apparent 
regularity of them; especially if they be 
produced in a balanced state at the Credi- 
tors’ meeting.” “Surely there never was 
a more imfamous and cunningly devised 
System ever formed, though not intended 
to be so originally,” he says elsewhere. 

Each point he makes is tellingly illus- 
trated by tales culled either from his ex- 
perience, or, one suspects, from his ample 
imagination. The danger of undetected 
errors in accounts is brought home to the 
reader by the story of the gentleman who 
committed suicide in his counting-house. 
The only reason that could account for his 
unnatural behavior that his Balance Sheet, 
“‘which lay open on his desk, showed a very 
large deficiency: but it is very painful to 
add, that this supposed deficiency was 
afterwards discovered to be an error.” 

Having listed the defects of contempo- 
rary accounting practice, he enumerates 
the virtues of his own system with a not 
unexpected liberality. His system requires 
less labour and is easier to check. When 
balanced the accounts are “correct to an 
absolute certainty.” “It is impossible to 
produce a false Statement from Books 
kept after this plan, that will not be im- 
mediately detected.” His system is so 
simple “. . . that it is suited to the capac- 
ity of a school-boy.” “And it is worthy 
remark, that the plain and simple manner 
in which the profit and loss in any concern 
may be ascertained, precludes the possi- 
bility of the most ingenious man deceiving 
his partner, if possessed only of common 
understanding.” 

The reader may be impatient to come to 
grips with the heaven-sent system. But 
Jones has to allay one more fear.” I cannot 
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conclude without taking notice of a re- 
mark, which has been made upon the in- 
jury my System is likely to occasion to 
persons employed as Book-keepers, etc., 
in the compting-houses of Merchants, etc., 
with whom it is supposed it will materially 
interfere, and that many will lose their em- 
ployments.” It is the spectre of what today 
we call technological unemployment, and 
which Jones must have vividly appreciated 
in the age when machine-wrecking by the 
irate employees displaced by newly-intro- 
duced machinery was not uncommon. In 
answer to this fear Jones is at first high- 
minded: ‘Were such the Truth, perhaps 
I might, in favour of a general good, justify 
a partial evil.”’ But he is spared this un- 
pleasant, if noble, task since “‘. .. the 
office of the Book-keeper is still the same; 
its duties are relieved only from that which 
renders it an irksome task.’’ Forever gone 
will be the disappointment and “painful 
sensations” which book-keepers suffer when 
they cannot balance the accounts, and 
when in hunting the elusive error “‘. ..a 
fancied confusion appears on every leaf, 
and their minds are racked.” 

The main books required by Jones are 
two in number, the day-book and the ledg- 
er. The ledger is the book “... in which 
the Man of Business can open an account 
with every person of whom he buys Goods 
or receives Money; sells Goods or pays 
Money to, etc., selecting from the diary 
[day-book], and posting to its relative ac- 
count in the Ledger, the date and amount 
of each transaction.” This statement is 
not strictly correct, since there is also a 
Capital account in the ledger which Jones 
nowhere explains. The cash account also 
appears in the ledger: ‘“The cash account, 
being a personal account, on which much 
depends, the name of the Cashier, and the 
cash account, should always be entered in 
the Ledger.” The same reasoning presum- 
ably applies to the inclusion of a bills pay- 
able account in the ledger. In short, the 
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ledger is a personal ledger of debtors and 
creditors, together with capital, cash, and 
pills accounts, and one other account to be 
met with later. 

The day-book is the book of original 
entry, drawn up as follows (inessential 
details being omitted): 


Dr. Cr. 
Sundry Sundry: 


Cr. Notes and Bills 
Payable, accepted 


Andrews draft £1,000 | £1,000 
Dr. John Antonio for 
my acceptance of his 
£1,000 draft 1,000 


The rules for debiting and crediting the 
ledger accounts are the same as in double 
entry, with the very important exception 
that there will be only one entry, in debit 
or in credit as the case may be, for those 
occurrences in which a nominal account 
would otherwise be affected; for, as has 
been explained, the ledger does not con- 
tain the usual nominal accounts. 

In the day-book the amount of every 
entry, regardless of whether it is a debit 
or a credit entry, is entered in the center 
column entitled ‘“‘Drs. & Crs.’’; while the 
other two columns contain, respectively, 
the debit and the credit entries. The 
columns are balanced monthly, quarterly, 
and annually,—in the latter case to show 
the profit for the year, as will be described 
below. 

Jones explains the procedure of making 
the entries in the day-book, and its merits, 
as follows; ‘‘But as a hurry of business 
will sometimes take place in almost every 
compting-house, which may cause the 
entries to be made to the debit instead of 
the credit of an account in the day-book, 
and to the credit instead of the debit, I 
have endeavoured as much as possible to 
counteract the evil, by having only one 
column for receiving the amount of every 
transaction, whether debits or credits, at 


the instant of making the entry. And for 
the convenience of separating the debits 
from the credits, previous to posting, which 
is necessary to prevent confusion and per- 
plexity, I have two other columns on the 
same page.” 

The ledger which Jones advocates ap- 
pears at first glance to be a mass of col- 
umns. Closer examination shows, however, 
that it contains the customary ledger 
rulings, with an additional set of four 
money columns on both the debit and 
credit sides. Each of these four columns is 
allocated to one of the four quarters of the 
year. Every entry in the ledger is entered 
first in one of the ordinary columns, and 
is then repeated on the same side of the 
account in the appropriate quarterly 
column. Thus the ledger reveals not only 
the state of the account in the usual way, 
but it also shows, by reference to the 
quarterly columns, the transactions re- 
lating to each of the four quarters. 

Jones makes much of the fact that by 
totalling the debits and the credits in the 
day-book and in the quarterly columns of 
the ledger, the business man can ascertain 
the “amount of all his transactions” and 
whether “‘the whole of those amounts were 
correctly posted into the Ledger,” since 
the day-book and ledger totals for each 
quarter must agree to be correct. He points 
out that no other system provides a similar 
check. ‘“‘And yet any thing short of this 
information, is placing dependence on a 
broken reed.’”’ He also attacks the facile 
acceptance of the trial balance as a “proof” 
of double entry records: ‘How is it that 
Men of Common understanding can be- 
lieve that the Debits and Credits of a Ledg- 
er balancing or agreeing in amount, is a 
proof of it being a fair and correct repre- 
sentation of the Day-book, which, surely, 
is the most material point in Book-keep- 
ing! Would two pictures being exactly 
alike, prove that they were a correct copy 
of the original: or would my putting two 
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guineas of equal weight into a balance, 
prove that they were weight by the stand- 
ard?” 

He goes on to point out that even if the 
day-book totals agreed with the ledger 
totals, this would not be absolute proof 
that individual items-had been posted to 
the correct ledger accounts. This proof he 
obtains by giving a letter to each ledger 
account. “These letters being used as 
marks of posting, and affixed to each 
amount in the Day-book, as it is posted, it 
is only necessary, therefore, to compare, 
and see that the letter affixed to each entry 
in the Day-book, is the same as is prefixed 
to the same name in the alphabet [index] ; 
a difference here shows, of course, an 
error; or else it must be right.” 

As a final example of Jones’s ingenuity 
one must mention his prescription for 
“taking off the balances of the Ledger.” In 
brief it is that the total of all the debit en- 
tries in all the accounts less the total of all 
the credit entries in all the accounts must 
be equal to the total of all the balances on 
all the accounts! “By this means,” Jones 
claims in prominent capital letters, “every 
page will be proved as you proceed, and 
the balances of ten thousand ledgers on 
this plan, could not unobservedly be taken 
off wrong.” 

The final merit claimed by Jones for his 
system is the “plain and simple” manner 
of discovering the profit of the business. 
In the day-book a single-entry debit for 
the “Stock of goods unsold” is passed, 
there being a Stock account in the ledger. 
The total debits and credits for the year 
are cast, the latter total subtracted from 
the former, and the difference is the profit, 
which is credited in equal shares, in his 
example, to the capital accounts of the 
partners, Abraham Bold and Charles 
Wise. A similar calculation is made in the 
ledger, the one reckoning being used as a 
check on the other. 

The basis of the profit calculation may 
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be simply stated, though Jones attempts 
no elucidation of the procedure. Occur. 
rences requiring two equal but opposite 
entries (i.e. the passing of cash or bills to or 
from creditors or debtors) can be left out of 
account since they cannot affect the cal- 
culation in any way. The remaining entries 
(the single ones) reflect sales for cash or on 
credit on the debit side; and purchases 
for cash or on credit, and expenses, on the 
credit side. The unsold stock being intro- 
duced as a debit, the difference between 
debits and credits must reflect the profit 
for the year in the simple circumstances 
postulated in Jones’s example. For there 
are no stock, debtors, creditors, or cash at 
the commencement of trade. And a few 
adjustments could take account of the 
existence of opening assets, if any, though 
assuredly at the risk of depriving the sys- 
tem of its much-vaunted simplicity and 
plainness. 

The above is an outline of the system 
based on single entry. But his plan is also 
adaptable to double entry, ‘‘on the same 
principle of correctness.’”’ A separate sales 
book, containing goods accounts for the 
various types of merchandise, is neces- 
sary. But plainly Jones is not enthusiastic 
about double entry, even when it is wed- 
ded to his own invention. Among other 
objections he dislikes the confusing notion 
of nominal accounts, or, as they were more 
commonly known as in his day, of “fie- 
titious’” or “imaginary” accounts. He 
takes the instance of “A.B. Dr. to 
Wine.” “Now if A.B. owes Wine money, 
why not let Wine call for payment? But if 
A.B. do not owe Wine money, why make 
the entry in such a way as only tends to 
confuse the mind of a person who is nota 
good Accomptant?’’s 


‘ This verbal quibbling is reminiscent of Mathew 
Quin in his Rudiments of Book-Keeping (1796), in which 
he objected to the classification of the profit-and-loss 
account as an imaginary account: “If I have the misfor- 
tune of having my House and Goods burnt to ashes, no 
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Jones’s panacea has been described, and 
it would be of little purpose to emphasize 
and catalogue in what respects it is com- 
pletely unworthy of the introduction 
which precedes it, particularly as some of 
his contemporary critics will be quoted be- 
low. Except for the elaborate arithmetical 
checks which his multi-columnar books 
make possible, his system is distinctly in- 
ferior to ordinary double entry. The multi- 
plicity of columns itself may as likely as 
not have caused as much confusion and 
error as it was designed to eliminate. The 
method of profit determination, though 
formally sound, would give an uninforma- 
tive profit and loss calculation and the 
whole scheme would admirably suit the 
nefarious purposes of the host of com- 
mercial crooks portrayed by Jones as prey- 
ing upon the ignorant and gullible. 

The profitable reception which was ac- 
corded Jones’s System has already been 
sketched. Yet from an early date he had 
his critics, as his Addresses testify. In 
England, according to Woolf,* several pub- 
lications appeared defending double entry 
against Jones’s onslaughts, and in their 
turn exposing the defects of his system. 
Even James Mill, the illustrious father of 
John Stuart Mill, participated in the con- 
troversy. A tract from his pen published in 
1796 (entitled “‘An Examination of Jones’ 
English System of Book-keeping, in which 
the insufficiency of that mode of keeping 
accounts is clearly demonstrated and the 
superiority of the Italian method fully 
established”) pointed out that “‘ . . . of the 
amount of goods bought and sold during 
the year Mr. Jones remains altogether ig- 
norant until the time of stock-taking, and 
then he can only ascertain the quantity in 
hand. Hence there is no check against 


Casuist or Logician would ever attempt to persuade me 
that my Joss is not real but imaginary; yet a learned 
Book-keeper will immediately insist upon its being put 
down as profit and loss.” 

*A. H. Woolf: A Short History of Accountants and 
Accountancy, 1913, p. 141. 


embezzlement; and, strange to tell, in this 
little concern, fabricated purposely to 
show the excellence of this system, he lost 
ten pieces of calico!” This acute comment 
is well-founded; for in Jones’s example 
1,300 pieces of calico are purchased, 1,045 
are sold, and the stock-taking reveals a 
balance of 245 pieces. A similar loss of 
half a pipe of Red Wine remains unac- 
counted for, though stocks of liquor are 
notoriously subject to “shrinkage.” 

In Germany, Andreas Wagner, author 
of a commendable textbook on accounting, 
gave the English System a welcome in 
which friendliness was tempered with 
envy, and praise with helpful criticism. He 
annotated a translation into German en- 
titled ‘‘Edward T. Jones’s newly discov- 
ered single and double entry English Book- 
keeping, in which it is impossible that a 
mistake, be it ever so small, can remain 
undetected,’ published in 1801. He re- 
marked that Jones was unfairly prejudiced 
against single entry; that his criticism of 
double entry went too far; and that his 
comments on its terminology were weak. 
“Tt remains an invention which is a tribute 
to the human intellect.” His more funda- 
mental criticisms were that the system did 
not show the profits on individual ven- 
tures; that transactions in foreign curren- 
cies were not mentioned; that Jones did 
not require detailed invoice books; and 
that his “dead accounts” (for cash and 
bills) would puzzle the uninitiated. He 
generously ascribed these shortcomings to 
the brevity of Jones’s exposition and be- 


lieved that could easily be remedied. His © 


general opinion was that “because of its 
unusual brevity, certainty, its prevention 
of errors and the ease with which it could 
be mastered, the System is so far ahead of 
other systems that it deserves, with suit- 
able modifications, to be widely adopt 
But Wagner held that the system was 
not entirely new. Earlier writers had re- 
jected double entry as being circuitous 
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and uncertain, and had suggested easier 
and shorter alternatives. In particular, a 
German, Johann Christian Ferber, had 
published in Hamburg in 1712 his Wohlun- 
terrichteten Kaufmann, in which he pro- 
posed the use of a three-columnar day- 
book, similar in essentials to Jones’s. “Any 
impartial expert may decide whether Fer- 
ber’s method is not the same as Jones’s 
English System; save that in form it is 
slightly different, in that the debit, credit, 
and total columns are next to one another. 
It is a pity that Ferber did not develop 
this system, so that the total of German 
inventions would have been increased by 
yet another which is now claimed by a 
foreigner.” 

J. G. Meisner, a fellow-countryman and 
contemporary of Wagner, published his 
Newly discovered German Book-keeping— 
a counterstroke (Gegenstiick) against Jones’s 
English Book-keeping in Breslau in 1803. 
Though Meisner explained that his work 
was intended not so much as an attack on 
Jones, as a significant improvement upor 
its English relative, he nevertheless criti- 
cised the English system as being imprac- 
tical where foreign currency was con- 
cerned. He also pointed out the obvious 
fact that the system could not prevent 
fraud, since fraudulent entries in the day- 
book would naturally remain undetected 
however elaborate and numerous the 
arithmetical checks on postings might be. 
He instanced the receipt of cash from 
debtors, which even if only credited to the 
personal accounts of the debtors and not 
debited to the cash account, would not 
have upset the agreement between the 
ledger and the day-book. Meisner’s Ger- 
man system, it may be noted, had as its 
main feature the separation of the book of 
original entry into a cash book for the cash 


7 Jones himself with pride claimed his invention for 
England: “And surely it should be the boast of an Eng- 
lishman, that he can change his system of bookkeeping 
[the Italian] for a better.” 
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entries, and a memorial for the other en- 
tries. This newly discovered technique can 
be found in earlier practice as well as in 
published texts. 

The most significant proof of the inade- 
quacy of Jones’s system is not the criti- 
cisms of his contemporaries, but the fact 
that he himself gradually abandoned his 
own invention. Though the title was re- 
tained in all his later editions, the innova- 
tions were dropped one by one, in some 
cases to be replaced by new inventions of 
his fertile imagination. In 1831 the ledger 
no longer contained the array of columns, 
and the three columns had disappeared from 
the day-book. In 1837 there is a reference 
to the “important improvements” since 
the 1796 edition. He was still critical of 
double entry though time had moderated 
the expression of his strictures, and though 
in fact he was describing double entry in 
his books. The two main improvements 
were the Balance Book, in essence a quar- 
terly trial balance in columnar form with 
countless checks on the arithmetic; and 
the Abstract Book, which served to local- 
ize errors in posting to the ledger from the 
day-book, in that any entry would be re- 
vealed if it were inadvertently or inten- 
tionally posted to a nominal account in- 
stead of a personal account, or vice versa.® 
Jones’s capacity for devising checks on the 
arithmetic seems to have been endless, and 
in some respects he even anticipated later 
developments; for instance, his Abstract 
Book contains the germ of a system of 
total or control accounts. 

Must we dismiss Edward Jones as 
either an impudent trickster or else an 
artless crank, a colourful but completely 
unimportant figure in the development 


8 Jones explained that such mis-postings would sel- 
dom occur unintentionally, where trade (personal) ac- 
counts are segregated from the private (nominal) ac- 
counts in the ledger. “In the absence of integrity, per- 
haps the best prevention to fraud is fear, arising from 
the certainty of detection; therefore we deem it our duty 
to introduce the Abstract-book.” 
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of accounting? His direct contribution 
towards the development of the art is in- 
significant; so much is clear. But his sys- 
tem and its striking success were symp- 
tomatic of serious defects in the practice of 
pook-keeping at the time he published his 
work. Granted that much of his success 
was due to the boldness of his methods, his 
salesmanship, and—at least in England— 
the happy choice of title, it remains that 
he would not have obtained such glowing 
testimonies and impressive sales figures un- 
less there had been a pressing need for 
improvements in the art of bookkeep- 
ing. 

The slavish adherence to established con- 
ventions and stylized practices, the failure 
to adapt the system of record-keeping to 
more complicated requirements, the air of 
mystery which surrounded the teaching 
and practice of double entry since its 
earliest days, the neglect of quantitative 
controls in accounting—all contributed toa 
low standard of commercial (and public 
accounting, which seriously incommoded 
the work of tradesmen and which pro- 
vided plentiful opportunities for swindlers 
and impostors of all types. 

Others besides Jones advocated reforms 
in the practice of accounting, particularly 
by double entry, aimed at increasing the 
speed and accuracy with which the ledger 
could be written up. Thus John Lambert 
in his Perpetual Balance (1812) stated: 
“Some additional aid is required by which 
this generally-approved system may be 
rendered more perfect, by which its vari- 
ous parts may be quickened into maturity, 
and arrive, by a more early and easy proc- 
ess, at that desirable ultimatum of the 
whole, the General Balance, the access to 
which is at present attainable only at dis- 
tant periods, and by a very tedious and 
wearisome operation.” And Michael Power 
in his Book-keeping no Bugbear (1815) com- 
plained that the ledger was not entered 

. till after such a process as it is tire- 
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some to read, and a most irksome task 
indeed to accomplish.” 

The difficulties attached to posting and 
balancing the ledger are as old as the art 
of book-keeping itself. We are told that the 
Bank of St. George, which was so powerful 
that in 1453 the Republic of Genoa ceded 
to it the island of Corsica, closed its doors 
for two months each year in order to check 
and balance its books. And Cotrugli, the 
Italian whose work on accounting was 
written before that of Pacioli though not 
published until 1573, recommended that 
a merchant should close his business every 
seventh year, so that he could close off his 
books.!¢ 

The problem of fraud exercised the 
minds of many writers on accounting. In- 
variably their volumes are introduced by 
an account of some incident of embezzle- 
ment or deceit. And there is little reason 
to doubt that an unthinking reliance upon 
the arithmetical check provided by double 
entry was often the rogue’s unwitting ac- 
complice. Even Ympyn, the Flemish 
translator of an early Italian text which 
contributed considerably to the spread of 
double entry through Europe, was guilty 
of this uncritical attitude. He wrote that, 
as experts were well aware, it would be im- 
possible for anyone to commit irregulari- 
ties in a set of books kept by double entry 
without being detected. 

The efforts of reformers to remove the 
possibility of fraud in accounts or to facili- 
tate the speedy detection of the culprit 
were naturally doomed to failure, since 
improvements in accounting methods 
alone are insufficient to insure commercial 

® F. W. Krassel: “Zur Inventur der Firma Fugger aus 
dem Jahre 1527,” in Osterreichse Zeitschrift fiir das kauf- 
médnnische Unterrichtswesen, 1906, p. 


10 Krassel: of. cit., p. 98; i Sicveking Aus Venetian- 
ischen Handlungsbtichern, Coa 
K. P. Kheil, Benedetto C , 1906, states: 
“Because a rest-year have been the 
practice of the merchants in those days, one must as- 
sume that Cotrugli, in this recommendation, 
to the seventh day of rest, was expressing 
his extreme piety.” 
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probity. Double entry was still subject to 
attacks as being the guilty weapon of the 
dishonest partner or servant. Thus to- 
wards the end of the nineteenth century 
Franz Boucken, a disciple of Theodor 
Ezersky, author of the Russian Book-keep- 
ing System, described double entry as a 
device “ ... with the help of which one 
partner can deceive his associate, and a 
servant his master, by posting thousands 
from one account to another, and so finally 
into his own pocket”; and that “. 

maintaining the wretched precision of the 
balance sheet, he could continue to let a 
substantial portion of the assets fall 
through the meshes of an Italian bookkeep- 
ing net into his pocket.”" To prevent 
fraud, as was becoming increasingly clear, 
a comprehensive system of audit was neces- 
sary. As Alexander Pulling wrote in A 
practical Compendium of the law and usage 
of mercantile accounts (1850), “ . . . with- 
out some more stringent regulations as to 
the mode of auditing the accounts of 
Joint Stock Companies than the law now 
provides, the accounts themselves rather 


Drapala: Die Buchhaliungskunde in ihrer wis- 
Pflege, 1889, p. 77. 
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facilitate than prevent mismanagement 
and fraud.” 

We may conclude by again quoting 
J. Row Fogo, to the effect that Jones “‘n- 
directly exerted a great influence on the 
development of the art.” The publication 
of his system aroused a widespread and 
unprecedented interest in the subject. The 
practice of double entry was minutely 
studied by his critics, and the scope for 
“alterations in detail which may be intro- 
duced in the matter of tabulating and post- 
ing accounts” was explored and found to 
be almost without limit. The practice, 
though not the fundamentals, of double 
entry was substantially modified, so that 
“the very words ‘after the Italian manner’ 
fell out of the terminology of the trade.’ 


12 J. Row Fogo: in Brown A History of Accounting 
and Accountants, p. 168. It is doubtful, however, 
whether Row Fogo’s explanation of the disappearance 
of the term “Italian bookkeeping” is correct. In sofaras 
the use of the term disappeared, it is more probable 
that this was due to the accounting “nationalism” of 
which the English and German “Systems” are symp- 
toms. Wagner, for instance, deprecated the use in Ger- 
many of the Italian terms “scrittura doppia,” “conto 
mio,” “conto pro diversi,” etc., and welcomed their 
gradual elimination and replacement by German 
equivalents. “The time is past, thank God, when the 
merchant was ashamed of his mother tongue.” 


INTERNAL CONTROL AND THE 
INTERNAL AUDITOR’ 


H. GARBADE 


HAT is this job called “Internal 
Auditing?” Where does it begin 
and end? To whom does it report? 
What are the qualifications of a good in- 
ternal auditor? Should the function be lim- 
ited to accounting and financial matters? 
Should it include methods and systems? 


* Reprinted from the New York Certified Public Ac- 
countant of April, 1944. 


To whom should reports be addressed? 
What should they contain? 

These and hundreds of similar questions 
of specific technique could be explored at 
length. Fortunately, however, all of you 
enjoy a practical working acquaintance- 
ship with the subject, and are fully cog- 
nizant of the extreme variations in views 
and practices among different industries, 
among different companies in the same 
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industry, and even among different 
branches of the same company. 

For this reason our discussion may draw 
more real interest if I focus my remarks on 
the fundamental factors which have caused 
industry to promote internal auditing to a 
key position in the general scheme of in- 
ternal control. And I emphasize the word 
“promote,” because you well recall the 
day when internal auditing, the proverbial 
“orphan in the storm,” started with a cash 
account, devoted endless hours to five-cent 
differences, and finally ended with a bank 
reconciliation. And then an office manager 
would gladly exchange his periodic audit 
for a surprise visit from his mother-in-law 
—she was relatively tolerant. 

In fact, this was during the same period 
when public relations was “something” 
handled by a clerk in the advertising de- 
partment; when management engineering 
was “something” performed by a drafts- 
man; when employee relations was “‘some- 
thing” under the supervision of a high- 
grade clerk in the payroll department; 
when budgetary control was “something” 
connected with government finance. 

Industrial management adopted these 
and many other new techniques to combat 
certain basic shortcomings in big business 
enterprise. Mass production alone was not 
enough. Scientific distribution and selling 
methods were equally vital. Gigantic merg- 
ers, amalgamations, and consolidations did 
not necessarily spell efficiency. Instead, 
they frequently made it more difficult to 
diagnose operating weaknesses. The real 
wages of labor increased, but no increase in 
rates could compensate for excessive unem- 
ployment. Working conditions improved, 
it is true; but the gap between policy-mak- 
ing management and labor widened. Simi- 
larly, the gap between stockholders and 
policy-making management continued to 
increase. 

In a somewhat general way we all know 
the parts played by public accounting, 


public relations, management engineering, 
and budgetary control in correcting certain 
of these weaknesses. Now let us turn to in- 
ternal auditing, its unique characteristics, 
accomplishments, and opportunities. 

With its origin in the accounting field, 
internal auditing derives its distinctive po- 
sition in the sphere of managerial control 
from a series of peculiar characteristics 
which are not common to other staff de- 
partments within the organization or to 
public accounting staffs. In other words, 
these quaiities make internal auditing a 
“natural,” if you will, for use by top man- 
agement in establishing and maintaining 
enlightened internal control. 

The first of these inherent characteristics 
is prejudice, or partiality, bias, or loyalty 
—whichever happens to be your viewpoint. 
Compared with the public accountant, the 
internal auditor is partial toward the com- 
pany under audit because his client is his 
employer. His monthly pay envelope and 
his future career both depend upon the 
long-term success of his employer. More- 
over, every day of the year is devoted to 
the same single job. 

Clearly, this form of bias limits the scope 
of internal auditing—prevents the profes- 
sion from truly representing the interests 
of stockholders, for example. Yet, from the 
managerial point of view, this drawback 
becomes a high-grade asset. 

Picture, if you will, two different audits 
of accounts receivable in the branch office 
of a wholesale food distributor. The first— 
that of the external auditor—reports bal- 
ances in an excellent statistical position, 
controls functioning in strict accordance 
with the textbooks, and collections improv- 
ing materially. The only criticism concerns 
several violations of established credit lim- 
its. 

A second audit covering the same identi- 
cal conditions, but performed by the inter- 
nal staff, calls the attention of management 
to the following facts: 
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Notwithstanding a substantial increase 
in all classes of business, there occurred a 
decline of 5 per cent in credit sales to civil- 
ian accounts which can be traced directly 
or indirectly to customer friction attributa- 
ble to defective collection procedure. Fol- 
low-up letters frequently reached custom- 
ers a few days after monthly statements, 
and dunning letters were timed without re- 
gard to special circumstances reported by 
the sales force. 

At the root of the problem was found an 
insufficient and cumbersome posting pro- 
cedure which delayed mailing of state- 
ments to customers. Unwilling to face an 
impaired statistical position caused by this 
condition, the collection department re- 
leased follow-up letters on normal sched- 
ule. You know the answer. 

As for violations of established credit 
limits, the internal auditors found that no 
upward revisions had been made to take 
into account wartime increases in mini- 
mum quantities delivered in the firm’s 
trucking equipment. 

Obviously, the internal auditors in this 
case performed a real managerial service, 
and corrective measures were taken before 
the examination was concluded. 

The external auditors, equally as thor- 
ough, and equally as truthful, quite nat- 
urally regarded it beyond their field to in- 
vestigate the causes for, and the end 
results of, what appeared to be simply an 
“aggressive” collection policy. Thus, the 
employee attitude in audits usually carries 
with it a strong desire and direct incentive 
to explore all phases of a problem, regard- 
less of whether it has any immediate bear- 
ing on the financial reports. 

The next important distinguishing char- 
acteristic of internal auditing is a back- 
ground of company training. To the extent 
that most companies draw upon their own 
organization for from 50 per cent to 100 
per cent of their internal auditors, it is sec- 
ond nature for these men to make all ex- 
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aminations in the light of company policies 
standards, and objectives. To general man- 
agement this is of primary interest and im. 
portance. 

The degree of civilization of a commu, 
nity may be measured by its rules of con- 
duct, including laws, regulations, and cus- 
toms. The same holds true for corporate 
enterprise. All phases of a concern’s busi- 
ness life are influenced and regulated by 
its own distinctive conventions, known to 
businessmen as principles of operation, 
general policies, programs, plans, proce- 
dures, rules, regulations, and traditions, 
Many of these are written and available to 
all employees affected by them. Others are 
simply “handed down” orally from genera- 
tion to generation and accepted as gospel 
by everyone in the company. In scope they 
range all the way from observance of 
Memorial Day as a holidy to financing 
through debt versus equity. 

In a highly decentralized organization 
structure, divisional or branch manage- 
ment is authorized to conduct most of its 
affairs within broad limits without refer- 
ence to the topmost management struc- 
ture (the executive committee, for exam- 
ple). Yet, governing the activities of each 
division, there are major policies which are 
intended to establish the general character, 
the basic objectives, and the broad pattern 
of operation—a constitution and _ bill-of- 
rights, if you will. Further down on the or- 
ganization ladder, the policy becomes a 
procedure, and the procedure is translated 
into job analysis. But they are all based on, 
and in support of, the general plan of oper- 
ation. 

No phase of managerial control is more 
important than the maintenance of, and 
adherence to, a sound set of policies for all 
levels and all segments of operation. 

The internal auditor, as a “company 
man,” should be as familiar with mana- 
gerial policies and their application as he is 
with his own chart of accounts. Conse- 
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quently, every assignment carries with it 
the obvious duty to investigate deviations 
from policy, even though there is no finan- 
cal or reporting risk involved. Through 
this medium, management is assured that 
serious departures from prescribed meth- 
ods are being corrected—either through 
improvement in operation or, what is fre- 
quently more important, improvement in 
policies. 

For purposes of illustration, let us take 
the case of the internal auditor in a metal- 
processing plant. During the course of his 
physical verification of fuel supplies and 
analysis of fuel consumption, he finds that 
a certain grade of heavy fuel oil is main- 
tained at a temperature of 160°F. before 
pumping to the boiler. From his experience 
in other plants, the auditor knows that this 
grade of oil will pump satisfactorily at 120° 
F., but a check, on the other hand, shows 
that there is no departure from local in- 
structions. Full investigation subsequently 
discloses that the present arrangement of 
steam coils, dating from 1932, is faulty, 
and that heat is wasted throughout every 
winter. Correction in earlier years was not 
economically feasible for the company in 
view of the low level of fuel oil prices, and 
the project was subsequently lost sight of 
with changes in personnel. Under present- 
day levels of fuel cost and scarcity of sup- 
ply, however, the work will be rushed to 
completion at a substantial saving to the 
company and also to the war effort. 

Other critical aspects of the policy and 
procedural review center about the com- 
pany’s compliance with contract terms 
and government regulations. Except for 
certain exceptional and highly technical 
cases, the company-trained auditor can 
and should test adherence to all contract 
provisions, with particular reference to 
such items as: 


1. Delivery dates and penalty or bo- 
nus payments. 
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2. Specifications of finished products. 
3. Inspection methods. 


In case the firm’s output eventually finds 
its way to the armed forces, this type of 
examination is even more essential. I need 
only refer in passing to the irreparable 
damage which might have been avoided by 
several war contractors recently if their in- 
ternal auditing function had embraced 
some kind of product inspection. 

In the realm of government regulations 
generally, the company-trained examiner 
is almost indispensable, especially under 
present conditions. An internal audit of 
prices billed to customers, for example, 
now includes check for compliance with 
instructions intended to interpret four or 
five major laws such as the Robinson-Pat- 
man Act, in addition to the customary 
verification with company price schedules. 
The same is true of wages, taxes, employ- 
ments, and inventories. True enough, the 
internal auditor may sidestep these respon- 
sibilities, but only at the risk of serious em- 
barrassment to management. 

It has frequently been asserted and often 
demonstrated that appointment to the Su- 
preme Court is a sure cure for partisanship. 
The reason, of course, is simple. With no 
axe to grind and no retaliation to fear, the 
individual finds himself in an atmosphere 
conducive to perfect justice. Without even 
hinting at any analogy between the two 
functions, somewhat the same type of 
change should occur in an individual with 
his appointment to the internal auditing 
staff in any large organization. For the 
first time in his career with the company he 
is no longer responsible for a set pattern of 
line operation and accountability. For the 
first time he is in a position to appraise an 

individual or operation without regard to 
“what the boss thinks about it.” For the 
first time he enjoys a perspective of his 
company which portrays the forest in- 
stead of the trees. This perspective, a 
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knowledge of the concern, independence, 
and imaginative ability are just the in- 
gredients which management requires for 
comprehensive audit reports and many 
other types of special investigations. 
Unfortunately, however, these qualities 
of objectivity and independence of routine 
do not just “happen,” nor do they auto- 
matically perpetuate themselves with a 
firm. Just the opposite, in fact, is true. In 
a typical company in which the general au- 
ditor reports to the controller, there is the 
age-old tendency to transfer to the audit- 
ing department almost any accounting 
routine in which an audit disclosed weak- 
nesses. The attitude is taken, “if the audi- 
tors are so well qualified, let them do it.” 
Within the past two weeks my attention 
was drawn to a national firm whose inter- 
nal auditing department had taken over 
complete responsibility for the corpora- 
tion’s taxes, including preparation and fil- 
ing of returns. It all seemed to happen 
quite naturally several years agofollowinga 
routine audit, and subsequently a detailed 
investigation, which properly disclosed the 
need for complete reorganization of tax 
work. The auditor who supervised the 
study was eventually chosen to manage the 
new tax department, but he remained un- 
der the direct supervision of the general au- 
ditor. You know the result. Tax problems 
took over the department’s administration 
with an accompanying serious deteriora- 
tion in quality of audits. Today the com- 
pany has an excellent tax department, but 
no internal auditing department. 
Although there is no unanimity of opin- 
ion on the subject, it is my belief that 
many of the best internal auditors gradu- 
ally lose some of their objectivity, per- 
spective, and enthusiasm when they stay 
on this type of work for indefinite periods. 
There is a particularly noticeable tendency 
toward lack of understanding of the “‘oper- 
ating” viewpoint after an individual has 
been freed from operating problems for 
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some time. Planned turnover through pro- 

motion and transfer from auditing work on 
a staggered basis is one logical solution of 
this problem. It is also a certain guarantee 
against stagnancy. 

The last natural characteristic of inter- 
nal auditing which I plan to review is its 
independence of organization lines and its 
mobility. Under normal conditions, the in- 
ternal auditing staff is the only group ina 
company whose regular assignments re- 
quire access to every part of the com- 
pany’s activities. During the course of a 
year, every branch, every department, 
every plant, and every layer of manage- 
ment, from the labor foreman to the presi- 
dent, has had contact with internal audi- 
tors. Above all, these relationships are ona 
man-to-man basis without regard to salary 
or rank, and thereby encourage frank, un- 
biased discussions. 

It is primarily for this reason that the in- 
ternal auditing department should consti- 
tute an ideal clearing house for the dis- 
semination of new ideas. In spite of all the 
routine channels provided for inter-divi- 
sional or inter-departmental flow of infor- 
mation concerning the “building of a bet- 
ter mousetrap,” seldom does a good audit 
fail to publicize—to the proper authorities 
—a new idea which might be used profita- 
bly somewhere else in the company. Con- 
versely, seldom does a good audit fail to 
leave with local personnel some profitable 
suggestions for more efficient operation 
from a cost standpoint. 

In precisely the same way, internal audi- 
tors are perhaps the only individuals who 
can regularly test the accuracy of interpre- 
tations placed on managerial policies by 
the “man on the job.” Within some com- 
panies, instructions are rewritten two or 
three times before reaching the individual 
who is being “‘instructed.”’ Since they are 
usually familiar with the “thinking behind 
the policy,” internal auditors are ideally 
qualified to appraise the ultimate proce- 
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dures, instructions, and their practical re- 
sults in the field. 

When the present manpower emergency 
has subsided, internal auditing is likely to 
become, for all large establishments, a 
training ground for junior and senior execu- 
tives. It is destined to fulfill a key role in 
the general plan for rehabilitation and re- 
placement of promising men returning 
from military service. Largely because of 
its scope and mobility, the auditing de- 
partment can offer a planned program for 
“on the spot” study and review of the en- 
tire organization during a two- or three- 
year period. Simultaneously, the “trainee” 
will be making valuable contributions to 
the company’s future operating and or- 
ganization program, and assisting manage- 
ment to place him in the proper permanent 
job. 

Throughout the course of this discussion 
I have purposely steered clear of the rou- 
tine audit functions as applied to strictly 
accounting and financial matters. Al- 
though the importance of this field cannot 
be overemphasized, I much prefer to leave 
that phase of the subject for those who are 
really qualified to speak the language of 
the certified public accountant. 

The principal thought that I should like 
to leave here is that the internal auditing 
department enjoys certain unique qualities 
such as loyalty, independence, company 
training, objectivity, and perspective 
which qualify it as the key managerial in- 
strument of over-all internal control—if 
you like, the “seeing eye’”’ of top manage- 
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ment. In so far as the word “auditing” lim- 
its its scope to traditional accounting sub- 
jects, the term “internal auditing” is al- 
ready obsolete. To modern management 
the title means “internal control” in its 
broadest sense, including many types of 
special investigation for all layers of man- 
agement. 

Gradually, farsighted internal auditing 
departments are demonstrating their abil- 
ity to shift their viewpoint from the past 
to the future. Reviews, examinations, and 
investigations of previous trends and trans- 
actions are meaningless unless they assist 
in planning for a better future. Along with 
this change, look for industry to continue 
to broaden the scope of internal auditing 
into the field of internal management en- 
gineering, a subject which has a vital bear- 
ing on the entire system of internal control. 

In conclusion, may I simply call your 
attention to the fact that there is still a 
committee in Washington that was headed 
by a smooth-spoken gentleman from Mis- 
souri by the name of Harry S. Truman. 
He operated on the principle that, if we 
get the facts, the conclusions will take care 
of themselves; and he was able to get some 
facts about suppliers before their own 
management found them—much to the 
embarrassment of all American industry. 
Looking toward the future, industry must 
choose now—immediately—between the 
voluntary use of modern internal control to 
find its own facts, or the involuntary ac- 
ceptance of government agencies as its 
sources of information. 
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COST PRINCIPLES IN TERMINATION 
SETTLEMENTS 


Oscar S. 


HE SUBJECT of accounting does not 
stand apart from the other subjects 
related to a study of contract termi- 
nation. Accounting is involved in prac- 
tically every stage of termination. This 
must necessarily be so, since accounting is 
the science of income determination and 
capital valuation. Whenever profits or val- 
ues are involved we have to have accounting. 

It is impossible to overemphasize the 
importance of accounting to the war con- 
tractor. A thorough understanding of its 
principles will enable him to secure the 
best settlement in the quickest time in the 
event that his war contract is terminated. 
Accounting is not difficult. It is mostly 
common sense. Everything in accounting 
is logical. Sound reasoning is all that is 
necessary. The contractor can understand 
it and must make every effort to do so. 

In termination settlements, the govern- 
ment has adopted a liberal and practical 
attitude. Accounting principles need not 
always be rigidly applied in the final settle- 
ment. Cost principles governing termina- 
tion settlements are not applied in the 
same manner as in settling claims under 
cost-plus-fixed-fee contracts or facilities 
contracts. The settlements are more liber- 
al. Furthermore, termination settlements 
are not complicated like income tax and 
renegotiation. 

It is the desire of the government that 
war contractors, both prime and sub, both 
large and small, receive “speedy and 
equitable final settlement of claims under 
terminated war contracts.” This desire is 
expressed by Congress in the “Contract 
Settlement Act of 1944,” which became 
effective on July 21, 1944. A number of 
provisions in the Act indicate the deter- 
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mination of the government to be fair and 
square in the settlement of terminated 
war contracts. Subsection 1 (b) states that 
one of the objectives of the Act is: 

«|. . to assure to prime contractors and 
sub-contractors, small and large, speedy 
and equitable final settlement of claims un- 
der terminated war contracts, and ade- 
quate interim financing until final settle- 
ment”; 

Subsection 6 (a) provides: 

“Tt is the policy of the Government, and 
it shall be the responsibility of the con- 
tracting agencies and the Director, to pro- 
vide war contractors with speedy and fair 
compensation for the termination of any 
war contract, in accordance with and sub- 
ject to the provisions of this Act, giving 
priority to contractors whose facilities are 
privately owned or privately operated. 
Such fair compensation for the termination 
of sub-contracts shall be based on the same 
principles as compensation for the termi- 
nation of prime contracts.” 

In other paragraphs of the Act authority 
is given to contracting agencies (1) to agree 
upon settlements which are final and con- 
clusive, except in cases of fraud; (2) to use 
the rule of reasonableness in determining 
the amounts allowed (Sec. 6 c); (3) to au- 
thorize prime contractors to negotiate set- 
tlements with their own sub-contractors 
and to limit or omit its review of such set- 
tlements (Sec. 7 a); and (4) to settle claims 
directly with sub-contractors if occasion 
warrants (Sec. 7 d, e, f). 

The act also provides in Subsec. 15 (a) 
that officers and other government agents 
authorizing or approving payments or set- 
tlements on termination claims, or certify- 
ing vouchers for such payments, or making 
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payments in accordance with duly certified 
youchers shall not be personally liable for 
such payments, in the absence of fraud 
committed by themselves. 

The Act even limits the function of the 
General Accounting Office with respect to 
any termination settlement made, au- 
thorized, ratified, or approved by a con- 
tracting agency to ‘‘determining, after final 
settlement, (1) whether the settlement 
payments to the war contractor were made 
in accordance with the settlement, and (2) 
whether the records transmitted to it, or 
other information, warrant a reasonable 
belief that the settlement was induced by 
fraud” (Sec. 16). 

The contracting agencies also are au- 
thorized to make contracts in connection 
with termination settlements, to “pre- 
scribe the amount and kind of evidence 
required to identify any person as a war 
contractor, or any contract, agreement, 
or purchase order as a war contract,” and 
to “authorize or direct its officers and em- 
ployees, as a part of their official duties, to 
advise, aid, and assist war contractors in 
preparing and presenting termination 
claims, in obtaining interim financing, and 
in related matters, to such extent as it 
deems desirable. Such advice, aid, or as- 
sistance shall not constitute a violation of 
section 109 of the Criminal Code (18 
U.S.C. 198) or of any other law, provided 
the officer or employee does not receive 
therefor benefit or compensation of any 
kind, directly or indirectly, from any war 
contractor” (Sec. 20). 

These and other provisions of the Act 
are designed to encourage contracting 
agencies, employees of such agencies, and 
war contractors to take the initiative, to 
accept responsibility, and otherwise to 
participate to the fullest extent in effecting 
satisfactory settlements of terminated war 
contracts. The fear of being held liable, 
financially or otherwise, for honest mis- 
takes is thus eliminated. 
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It does not seem possible that a war 
contractor can read the Act and still have 
any doubt in his mind that he will receive 
a square deal from the government in the 
settlement of his claim under a terminated 
war contract. He should coéperate fully 
with all government personnel, and the 
more completely he coéperates the speed- 
ier and the more satisfactory will be his 
settlement. 

What then is the first opportunity and 
responsibility of the contractor in connec- 
tion with the settlement of claims under 
terminated contracts? One of his primary 
responsibilities is to present his costs ac- 
curately and in accordance with the terms 
of his contract. In order to discharge this 
responsibility the contractor must have an 
adequate accounting system. Here then is 
his first opportunity to codperate. It is 
recommended that every war contractor 
review his accounting system, now, before 
he even has a contract terminated, to see 
whether it needs repairing. 

What are the minimum requirements of 
an accounting system if it is to be adequate 
for termination purposes? In general, 
standard accounting practices, already fol- 
lowed by many contractors, should be ad- 
hered to. The government does not con- 
template that special accounting records 
are to be installed to meet termination re- 
quirements. An accounting system that 
suffices for the day-to-day needs of a well- 
managed business usually will be adequate 
when contracts are terminated. The ac- 
counting problems of termination are no 
different from those of everyday business; 
ordinarily it is necessary only to set up 
some new accounts for recording post-ter- 
mination costs, etc. The contractor’s ac- 
counting system need not be the best in the 
world. All that is necessary is that it be 
consistent with recognized commercial ac- 
counting practice. 

The “Contract Settlement Act of 1944” 
in Subsec. 6 (b) directs that “Each con- 
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tracting agency shall establish methods 
and standards, suitable to the conditions 
of various war contractors, for determining 
fair compensation for the termination of 
war contracts on the basis of actual costs, 
standard costs, average costs, or estimated 
costs, or of a percentage of the contract 
price based on the estimated percentage of 
completion of work under the terminated 
contract, or on any other equitable basis, 
as it deems appropriate.” In establishing 
methods and standards, however, the con- 
tracting agency must, so far as practicable 
adapt them to the accounting system of 
the contractor, the only requirement being 
that the contractor’s system is “consistent 
with recognized commercial practice.” 
Thus, whether the contractor has a job- 
cost system operated on an actual cost ba- 
sis, a process-cost system giving merely av- 
erage costs, an estimate-cost system, a 
standard-cost system, or no cost system at 
all, the data produced by his books are to 
be used to the best possible advantage in 
determining the amount of his settlement. 

Au actual-cost system is one under 
which the material and labor costs are 
based upon requisitions and time tickets 
charged directly to the respective lots of 
product being processed, and on actual 
factory overhead prorated at the close of 
each accounting period. Frequently pre- 
determined burden rates are used, how- 
ever, to speed the costing of the product. 
In such cases the resulting over-or-under- 
absorbed burden is charged to cost of sales 
and, in the case of contract termination, 
must be prorated. 

An estimate-cost system is one under 
which the cost of production is estimated 
in advance of production and comparisons 
made with actual costs as they are re- 
corded. In computing costs under a termi- 
nated war contract, adjustments for vari- 
ance have to be made. A standard-cost 
system is one under which scientific stand- 
ard costs for materials, labor, and over- 


The Accounting Review 


head, based upon engineering data, time 
studies, etc., are determined in advance of 
production and used in charging work in 
process for each job or lot of product proe- 
essed. Records of variances from standard 
are kept to determine operating efficiency, 
In termination settlements adjustments 
for variances from standard have to be 
made. 

If no formal cost procedures are in use 
by the war contractor, separate accounts 
should be maintained for the various cost 
elements and a sound basis for proration 
to contracts should be established. Costs 
should be something more than mere 
guesses, and it is the responsibility of the 
war contractor to make sure that his books 
provide a sound basis for determining the 
amount of his claim: It will be seen from 
the foregoing that the type of accounting 
system conditions the settlement. If manu- 
facturing and other costs are properly ac 
cumulated in the accounting records, it 
will be easy to determine the amount of 
the settlement and the contractor is likely 
to receive more generous treatment. 

Furthermore, the settlement is speeded 
up if the accounting system is functioning 
efficiently. An adequate system of internal 
check, for example, makes it possible to 
reduce auditing to a minimum. 

By a system of internal check is meant 
a system of checks and balances whereby 
two or more procedures are developed 
along different lines or carried on by sep- 
arate persons or groups of persons. The re- 
sults developed by each procedure then 
provide a check or basis of appraisal 
against the other, for example: 


(a) A single person may perform two opera- 
tions, one of which checks the other. 

(b) One person may prepare a voucher and a 
second person may make an independent 
comparison of it with the underlying papers 
or with information obtained from an in- 
dependent source. 

(c) Orstill better, one department may provide 
a check against the work of another depart- 
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ment, as for example, when the distribution 
of the pay roll made by the cost department 
is checked against the figures developed for 
payment purposes by the pay-roll depart- 
ment. 

There are four rules by which to judge 
a system of internal check, namely: 

(a) System of checks and balances is adequate. 

(b) No person is in complete control of an im- 

portant part of a transaction. 

(c) Accounting and operation should be sep- 

arated. 

(d) Responsibility should be fixed to greatest 

extent practicable. 

The policy of the government is to se- 
cure settlements with the least possible 
delay and effort. The stronger the account- 
ing system is, the easier it is to secure a 
satisfactory settlement. 

In reviewing his accounting system, the 
contractor should determine whether all 
disbursement vouchers, cancelled checks, 
pay rolls, and other documents evidencing 
transactions are on hand and properly 
filed. These documents are necessary to 
prove actual costs. They should be pre- 
served for a period of five years. The con- 
tractor should ascertain whether his ac- 
count classification is properly set up and 
whether his books of record operate effi- 
ciently in accumulating costs and other 
data accurately and currently. He cannot 
afford to be placed in the position of hav- 
ing to delay settlement while his books are 
brought up to date. In addition, he should 
make sure that inventory ledgers, cost 
ledgers, and other records containing in- 
formation of particular importance to 
termination settlements are adequate and 
in order. In other words, he should now 
find out what information he must have 
available at the time of contract termina- 
tion and then make sure his books will pro- 
duce it speedily. He should keep complete 
records of costs. If any circumstances or 
data outside of the books have a bearing 
upon the amount of the settlement, they 
will be given full consideration. The book 


costs are not always indicative of the 
amount due. Departures from the costs 
shown by the records may be allowed if 
conditions and facts warrant. 

We come now to a consideration of the 
question of what costs are allowable in 
settling terminated contracts. There are 
four general rules that cover all costs that 
can be included in a termination claim. 
They are as follows: 

(1) The item of cost must be necessary 

for the performance of the contract. No 
one can honestly claim reimbursement for 
any item that does not pertain to the con- 
tract that was terminated. That is common 
sense. 
(2) The item of cost must be reasonabie 
in amount. The government will not reim- 
burse a contractor for the cost of more 
materials than would have been required 
to complete the entire contract. That is 
common sense too. 

(3) The item of cost must be properly 
allocable to the terminated portion of the 
contract. The claim should not include an 
unreasonable proportion of overhead, for 
example. If the method of prorating over- 
head is sound, the overhead costs will be 
allowed, but not otherwise. 

(4) The item of cost must be stated in 
accordance with recognized accounting 
principles consistently followed. This point 
has been stressed repeatedly in the Act and 
in regulations of the contracting agencies. 
What is or is not in accordance with recog- 
nized accounting principles is a matter of 
judgment, and the opinion of a qualified 
accountant is necessary. The doctrine of 
consistency means that accounting meth- 
ods cannot be adopted in one period which 
are different from those previously fol- 
lowed, unless proper allowances are made 
for resulting differences in costs. For ex- 
ample, if factory overhead has been pro- 
rated on a man-hour basis, a machine-hour 
basis or some other basis cannot be used 
for termination purposes. A certain con- 
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tractor followed the practice of prorating 
each periodic factory burden amount over 
units completed during that period. He 
could not then receive any reimbursement 
for burden in process. 

These four rules are all common-sense 
rules and every claim will be studied in the 
light of them before it is approved. The 
government intends that all charges aris- 
ing directly out of or in connection with 
terminated contracts, whether direct or 
indirect, shall be paid for. 

We should now enumerate certain specif- 
ic costs which are allowable. The “Con- 
tract Settlement Act of 1944” (Sec. 6 d) 
enumerates certain factors that should be 
taken into account in the settlement of 
termination claims. They are as follows: 


“(1) the direct and indirect manufacturing, 
selling and distribution, administrative and other 
costs and expenses incurred by the war contractor 
which are reasonably necessary for the perform- 
ance of the war contract and properly allocable 
to the terminated portion thereof under recog- 
nized commercial accounting practices; and 

“(2) reasonable costs and expenses of settling 
termination claims of subcontractors related to 
the terminated portion of the war contract; and 

(3) reasonable accounting, legal, clerical, and 
other costs and expenses incident to termination 
and settlement of the terminated war contract; 
(if material in amount, approval of contracting 
agency should be secured); and 

“(4) reasonable costs and expenses of remov- 
ing, preserving, storing and-disposing of termina- 
tion inventories; and 

(5) such allowance for profit on the prepara- 
tions made and work done for the terminated por- 
tion of the war contract as is reasonable under the 
circumstances; and 

(6) interest on the termination claim in ac- 
cordance with subsection (f) of this section; (at 
24% beginning 30 days after termination date 
unless delay in settlement is contractor’s fault) and 

“(7) the contract price and all amounts other- 
wise paid or payable under the contract.” 


With regard to these factors the Act 
provides an upper limit as follows: 

“The aggregate amount of compensa- 
tion allowed in accordance with this sub- 
section (excluding amounts allowed under 
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paragraphs (3) and (4) above) shall not ex. 
ceed the total contract price reduced by 
the amount of payments otherwise made 
or to be made under the contract.” This 
may be the case if the work is nearing 
completion and if the costs are higher than 
expected, i.e., a loss is indicated. 

For example, if the portion of the con- 
tract which was terminated amounted to 
$100,000 (original contract $150,000, less 
amounts paid for completed articles 
$50,000), and the direct material, direct 
labor, and factory burden pertaining to 
the uncompleted portion amounted to 
$90,000, then all other costs, including 
subcontractors’ costs, could not exceed 
$10,000. If they amounted, to say, $15,000, 
they would have to be scaled down. 

The costs allowable under the “Contract 
Settlement Act of 1944” may be classified 
as follows: 

(1) Contractor’s own costs (upon which a 

profit is allowed). 

A. Raw materials and supplies. 

B. Factory labor. 

C. Factory burden. 

D. Selling and distribution expenses. 

E. Administrative expenses. 

F. Other costs. 

(2) Subcontractors’ costs. 

Subclassification same as for (1). 

(3) Post-termination charges. 

A. Accounting, legal, clerical, and other 
costs incident to termination and settle- 
ment of terminated war contract. 

B. Costs and expenses of removing, pre- 
serving, storing, and disposing of ter- 
mination inventories. 

C. Interest on termination claim after 30 
days. 

A different and more specific breakdown 
of the items listed under (1), especially the 
borderline items, is provided by Procure- 
ment Regulation 15, paragraph 482. These 
may be bracketed alongside the above 
items as follows: 


Common inventory 
Raw materials, purchased parts and supplies, 
work in process (material, labor, burden), 
jigs, tools, dies, fixtures, etc. 
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Depreciation 

Experimental and research 

Engineering, development, and special tooling 

Loss on facilities 

Rentals and other costs under special leases 

Advertising 

Interest on short-time borrowings 

Initial costs 

Each of these items now requires a brief 
explanation. The first is the costs of items 
of inventory which are common to the con- 
tract and to other work of the contractor. 

Common inventory items are those 
which accounts ordinarily designate as 
stores and work in process. The items 
which apply to the terminated contract 
may be included in the claim. The prob- 
lem is to determine which items were re- 
quired for the terminated portion of the 
contract and which were required for other 
work. 

An allowance for depreciation at appro- 
priate rates on buildings, machinery, 
equipment, and other facilities, including 
obsolescence, is allowed. Depreciation is 
computed periodically and prorated over 
the work being done. The portion applying 
to the terminated contract may be in- 
cluded in the claim. Depreciation rates 
should be those ordinarily applicable; if 
work has been speeded up, however, ac- 
celerated depreciation may apply. 

Experimental and research expenses 
are costs incurred for work done in attemp- 
ting to discover a new product. Probably 
they are mentioned specifically because at 
one time they were not allowed as a charge 
in government contracts. They may now 
be included to the extent consistent with 
an established prewar program, or to the 
extent that they are related to war pur- 
poses. They constitute an overhead item 
and must be prorated equitably between 
the terminated contract and others. 

Costs for engineering and development 
and special tooling may be included, pro- 
vided the contractor protects the interest 
of the government by transfer of title or 


other means deemed appropriate by gov- 
ernment. When research and experiment 
yield a new product or method, subsequent 
costs are placed under this heading. This 
is another item that now may be allocated 
to the contract in full or be shared as an 
element in overhead, depending upon the 
circumstances. 

The term “special tooling” includes but 
is not limited to fixtures, jigs, punches, 
dies, patterns, and such other nonstandard 
tools as may be used in the production of 
war material. Such tooling is special by 
reason of its unique shape or design, and 
normally can be used only for the purpose 
of its original design. Tooling which may 
by minor and economical modification be- 
come standard is not to be classed as 
“special tooling.” 

The term “special equipment” refers to 
that equipment which, by reason of its 
design, is limited to the performance of a 
particular operation or series of operations 
on a certain piece of work; it is normally 
not capable of being used to perform sim- 
ilar operations on other pieces of work 
without major changes which involve 
practically a complete rebuilding. Such 
equipment includes but is not limited to 
special drills, boring mills, boring ma- 
chines, heat treating equipment, etc. 
Equipment which may, by minor and eco- 
nomical modification, become standard is 
not to be classed as “special equipment.” 

The term “special manufacturing 
gauge” refers to manufacturing gauges 
which are not standard as to type and size 
and which lack adjustability. 

Costs of special facilities are allowable 
items only to the extent that they were re- 
quired by the contractor solely for pur- 
poses of the performance of the particular 
contract or for other allied contracts, and 
only in the amount proratable to the 
terminated portion of the contract to the 
extent that the cost of such items has not 
been amortized or written off over produc- 
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tion on the contract or allied contracts, 
and provided the items are of no further 
use to the contractor. Five tests are ap- 
plied, namely, 


(1) Was the facility required solely for the per- 
formance of war contracts? 

(2) Is the facility of no further use to the con- 
tractor for his other business? 

(3) Will title be transferred to the government 
or other steps be taken to protect the gov- 
ernment’s interests as the government 
elects? 

(4) Is a portion of the cost proratable to the 
terminated portion of the contract ter- 
minated? 


(5) Is the amount for which reimbursement is 
claimed no greater than the adjusted basis 
for income tax purposes? 


Rentals and reasonable costs of altera- 
tion and/or reconversion under leases 
made for performance of war contracts, 
for a period necessary for complete per- 
formance and further reasonable periods, 
are allowable to the extent related to the 
terminated portion of the contract, pro- 
vided the contractor shall have made 
reasonable effort to terminate, assign, 
settle, or otherwise reduce costs under the 
lease. 

The government now permits the inclu- 
sion of a part of the advertising if it is con- 
sidered to be a normal business expense, 
is consistent with the prewar program, and 
is reasonable. There is no differentiation 
between institutional and product adver- 
tising. There are, of course, cases in which 
the government will not share in advertis- 
ing expenses. 

Interest on borrowings is not specifically 
mentioned in the Act. However, certain 
contracting agencies have been allowing 
interest on short-term obligations if they 
can be specifically tied up with the con- 
tract. 

Costs of a nonrecurring nature which 
arise in initial stages of production and 
are due to unfamiliarity with the product, 
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lack of training, or high spoilage rate, are 
allowable. 

In discussing the allowable costs the 
matter of proration was often mentioned, 
It stands to reason that an equitable 
method must be used in prorating costs of 
an indirect nature. Furthermore, the 
method followed must be consistently ap- 
plied from period to period. Some com- 
panies develop a separate factory burden 
rate for each department or production 
center and apply selling and administra- 
tive expenses separately from factory 
burden. Other companies use one factory 
burden rate for all manufacturing divi- 
sions, whereas still others use a composite 
overhead rate for all expenses, including 
those of the factory, selling, and adminis- 
trative departments. 

Many types of factory burden rates are 
in use, among which are found the follow- 
ing: 

(1) Direct labor-dollar method. 

(2) Direct labor-hour method. 

(3) Machine-hour method. 

(4) Material value or quantity method. 


Costs not allowable under the principles 
we have discussed are of course excluded. 
Specific enumeration of the more impor- 
tant of these items will be helpful in clari- 
fying what has been said. The “Contract 
Termination Act of 1944,” in Subsection 6 
(d), Subparagraphs 1 (i to iv), has written 
into law the provisions of PR 15-484, 
except for Subsection (e). These are enum- 
erated as follows: 

Losses on other contracts, or from sales 
or exchange of capital assets; fees and other 
expenses of reorganization, anti-trust or 
income tax litigation ; losses on investments, 
provisions for contingencies, etc. 

The government is absorbing the con- 
tractor’s cost on the terminated contract. 
Therefore, it appears logical that losses on 
other contracts cannot be charged against 
the one terminated. Again, the govern- 
ment is going to allow accounting and 
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Cost Principles in Termination Setilements 


legal fees in connection with the prepara- 
tion of the claim under the terminated 
contract. Therefore, it is common sense to 
charge the expenses of preparing other 
claims or the costs of prosecuting other 
legal matters against the things to which 
they apply. 

Expenses of conversion of facilities to 
other uses are not allowed. 

In a termination claim, the government 
allows the expenses of setting up the plant 
for a particular contract. Therefore, it cer- 
tainly seems fair and practical that the 
expenses of conversion of the contracting 
facilities to other uses than its performance 
of the contract should be excluded. If one 
is allowed, the other must be out. 

Expenses arising out of the negligence 
of the contractor or willful lack of codpera- 
tion will not be allowed. 

One of the contractor’s responsibilities 
is to stop work with reasonable prompt- 
ness when the contract is terminated. He 
should have an understanding with the 
negotiator as to how suddenly he should 
stop work. If he fails to coéperate he runs 
the risk of not being reimbursed for cer- 
tain costs incurred as a result of his willful 
neglect. 

Costs incurred in respect to facilities, 
materials, or services purchased, or work 
done, in excess of the reasonable quantita- 
tive requirements of the entire contract 
are disallowed. 

We have already discussed the cost 
principle that items must have been neces- 
sary for the performance of the contract. 
It seems logical, then, that costs incurred 
in excess of what would have been neces- 
sary to complete the entire contract should 
be excluded. Attention is directed to the 
word “reasonable.” If there is a reasonable 
quantitative requirement of the entire 
contract, the government will recognize the 
circumstances in each case and the trade 
practice. For instance, it may be a trade 
practice to purchase materials in certain lots. 


Costs which were charged off in a previ- 
ous period and for which benefit was 
secured in renegotiation of profits of that 
period are not included. 

The thought is that costs cannot be 
recovered more than once. This seems rea- 
sonable. Usually this provision pertains to 
general or administrative expenses which 
customarily are not inventoriable, but are 
charged against profit in the period in 
which incurred. 

This rule was omitted from the Act, 
however, and so this cost may be allowed 
or disallowed by the Director of Contract 
Settlement as he sees fit, under a subse- 
quent clause in the Act which grants him 
discretionary authority to allow or disal- 
low any cost not specifically treated in the 
Act. When the Director issues his regu- 
lations, this point may be cleared up. 

Something should be said about the prof- 
it allowed to the contractor on a termi- 
nated contract. The Act provides “such 
allowance for profit on the preparations 
made and work done for the terminated 
portion of the war contract as is reason- 
able under the circumstances.”’ Thus, the 
matter of profit is left entirely up to nego- 
tiation. However, there are some limita- 
tions on the amount of profit. In a 
so-called formula settlement there are 
specific rates. In a negotiated settlement 
the demands of public policy limit the ne- 
gotiator as to what he is willing to allow. 
Furthermore, the Act (Sec. 6, c, 3) permits 
renegotiation to eliminate excessive profits 
under the Reregotiation Act, unless ex- 
empt or exempted under that Act. Other- 
wise there is no limitation on profit and the 
contracting officer is required to negotiate 
the profit. In negotiating that profit the 
contracting officer or negotiator will or- 
dinarily take into consideration the indi- 
cated rate of profit. That is the rate which, 
according to available data, it is believed 
the contractor would have earned had he 
been allowed to complete the contract. 
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This procedure reacts to the benefit of the 
contractor because it takes into account 
the fact that the initial costs or starting 
load may have unduly reduced the rate of 
profit on the contract to date of termina- 
tion. 


The points stressed here have been 
these: 


(a) Accounting principles are of vital impor- 
tance in termination settlements. 
(b) Cost principles are applied liberally by 


The Accounting Review 


government to insure speedy and fair com- 
pensation. 

(c) A war contractor should make sure, now, 
that his accounting system will provide es- 
sential data when need arises for prepara- 
tion of termination settlement proposals. 

(d) Allowable costs comprise necessary, reason- 
able, properly allocable items stated in ac- 
cordance with recognized accounting prin- 
ciples consistently followed. 

(e) Costs extraneous to the terminated portion 
of the contract are excluded. 

(f) Reasonable profit is allowed for prepara- 
tions made and work done. 


THE INTRA-FAMILY TAX SAVING 
DEVICE 


GALITZER 


SPECTERS that continually walk 
with, burden, and haunt Mr. Tax- 
payer, are taxes, be they designated 
Federal Income Taxes, State Income taxes, 
or otherwise. To lighten the burden some- 
what, if not substantially, has been the aim 
of many taxpayers. The authorities permit 
the taxpayer to assert his rights legally 
within certain limitations, but these do not 
extent to devices, subterfuges or circum- 
ventions which will result in evasion of just 
taxes. 

In Issac W. Frank Trust of 1927 v. Com- 
missioner, (44 B.T.A. 934, 940) this princi- 
ple was clearly and succinctly enunciated 
in the following language: 


“ The right of the taxpayer to take advantage 
of lawful means to reduce the amount of his taxes 
or avoid them altogether is well recognized. 
Gregory v. Helvering, (293 U. S. 465) in which the 
Court said: . . . ‘The legal right of a taxpayer to 
decrease the amount of what otherwise would be 
his taxes, or altogether avoid them, by means 
which the law permits, cannot be doubted... .” 


One of the chief problems that concern 
the average taxpayer is that dealing with 
income taxes. The satisfactory solution of 


his Federal income tax puzzle will, of 
course, have its favorable concomitant ef- 
fects on other related taxes and business 
problems. If the taxpayer can avail him- 
self of a bona fide transaction whereby the 
net profits can be divided, the resultant 
saving to the recipient, arising through 
the application of lower graduated surtax 
rates, becomes obvious. 


Legitimate Purpose of Tax Saving Ex- 
pedient 

One tax-saving expedient often encoun- 
tered is the legitimate family partnership. 
Spreading the taxable income invariably 
results in tax saving. It should be borne in 
mind, however, that at least all required 
legal and customary business formalities 
should be observed in order to sustain a 
valid family partnership. However, mere 
voluminous documents will not serve to 
overcome an otherwise sham family part- 
nership. 

In the case of R. W. Camfield v. Com- 
missioner, (T.C.—Docket No. 112451 en- 


tered February 9, 1944) the opinion ended 
with: 
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“In this proceeding, when the substance of the 
alleged partnership is considered, and disregard- 
ing mere form, it is obvious that the agreement 
between the petitioner and his wife did not con- 
stitute a bona fide partnership since # had no real 
business function. [italics added] It was merely a 
device ‘to exalt artifice above reality.’ Gregory ». 
Helvering (293 U. S. 465.)” 


The rationale of the court may be fol- 
lowed from these excerpts from the opinion 
in the Camfield case: 


“The question for determination is whether pe- 
titioner is taxable upon the entire net income of 
the Camfield Manufacturing Company which 
purports to be a limited partnership between 
petitioner and his wife. Petitioner contends that 
during the taxable years a limited partnership 
existed between himself and his wife which must 
be recognized for tax purposes; and that by virtue 
of that partnership, he is taxable only on his dis- 
tributive share of the partnership income. 

“ ..He maintains that it is unimportant that 
his wife’s capital was in the form of a gift from 
himself as long as she in fact acquired a partner- 
ship interest. 

“... The business of the Camfield Manufactur- 
ing Company was operated and managed in the 
same manner after the gift as before the gift. 
“.. Under the agreement between petitioner 
and his wife, full power to manage and operate 
the business of the alleged partnership was vested 
in petitioner. He alone had the right to borrow 
money and to execute notes and other evidences 
of indebtedness in the name of the partnership 
upon such terms as in his sole discretion might 
seem proper or desirable. The partnership prop- 
erty and assets could be pledged or mortgaged 
only by him. The wife could not assign her rights 
in the business eacept with the written consent 
of petitioner. The wife had no voice in the man- 
agement or operation of the business and could 
not bind the partnership on any agreement, con- 
tract or undertaking. 

“... Decision for the respondent.” 


Facts similar to those in the Camfield 
case appear in Mead v. Commissioner, (131 
Fed. (2d) 323; certiorari denied, 318 U. S. 
777). 

In J.G. Fredeking (T.C., Docket 11082, 
entered October 21, 1943, CCH Dec. 13, 
554 (M)), the Court stated: 


“The evidence was plainly that the so-called 
partnership arrangement between petitioner and 
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his wife was nothing more than ‘another of those 
efforts to make future returns from personal serv- 
ices taxable to some one other than the real earner 
of them.’ Schroeder v. Commissioner (134 Fed. 
(2d) 346). 

“|. . Our views would not be different, however, 
even if there had been a compliance with all the 
formalities of creating a valid partnership, when 
the only apparent purpose of the undertaking was 
merely to avoid taxes. 

“We sustain the Commissioner’s determination 
that petitioner is taxable individually on all the 
profits derived during the taxable years... .” 

In the case of John D. McKee et al., 
Trustees (35 B.T.A. 239), cited in W. P. 
Hobby (2 T.C. 987), the petitioners re- 
sorted to a sale rather than rely on the re- 
demption of bonds in order to bring about 
a saving in income taxes. The board stated 
that inasmuch as the petitioners acted in 
good faith, their action was no basis for 
objection on the part of the respondent, 
citing: U.S.v.Isham (17 Wall, 496); Bullen 
v. State of Wisconsin (240 U. S. 625); Iowa 
Bridge v. Commissioner (39 Fed. (2d) 777); 
Helvering v. Gregory (69 Fed. (2d) 809); 
affirmed; Gregory v. Helvering, supra, and 
other cases. 

The mere alleviation of a husband’s tax 
burden is not sufficient to sustain an intra- 
family partnership. There must be an 
economic purpose. Lusthaus v. Commis- 
sioner (3 T.C. No. 67). 


Bookkeeping Entries as Superficial Evidence - 


Valid partnerships between husband 
and wife have been sustained, time and 
time again. Suau v. Caffe (122 N. Y. 308, 
314; See 21 Cyc. 1277, 1333.) However, if, 
by state law, the husband and wife are 
incapable of legally forming a partnership, 
then such creation is untenable as in: 
Maine (I.T. 1371; C.B. June 1922, p. 208); 
Texas (S.R. 2863; C.B. IV-1, p. 174); “the 
wife cannot become a partner in a mer- 
cantile enterprise . . . she incurs no liabil- 
ity as a partner.” (Purdon v. Boyd, et al., 82 
Texas, 130, etc.); Vermont (S.M. 3917; 
C.B. IV-2, p. 189), headnote: “Under the 
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laws of the State of Vermont a husband 
and wife domiciled therein cannot legally 
enter into a partnership with each other’’; 
Massachusetts—Commission v. Tenny (120 
Fed. (2d) 421, 423): “...a married 
woman is incapable of a contract with her 
husband and this includes a contract of 
partnership,” citing Edgerly v. Equitable 
Life Assurance Society (287 Mass. 238, 191 
N. E. 415); Florida (C.B. VI-2, p. 69; 
G.C.M. 2448), where “a married woman 
cannot become a partner with her husband 
or any other person . . . if she becomes a 
‘free dealer’ in the manner specified by the 
Florida statutes, she may become a part- 
ner with her husband.” 

In W. P. Sewell v. Commissioner, et al. 
(CCH Dec. 13, 732 M), bookkeeping en- 
tries were made transferring from dece- 
dent’s capital account two-fifths and one- 
twentieth interests to his wife and four 
children, respectively. Supplementing this 
were the execution of partnership and 
trust agreements. Although the court con- 
ceded that a valid partnership between 
husband and wife or among husband, wife, 
and children can exist for tax purposes, it 
nevertheless held that these instruments 
and the bookkeeping entries dividing the 
capital account added nothing to the evi- 
dence supporting the contention of the 
wife that she purchased an interest with 
her own funds. 

Apropos of this caption, there is the 
case of Harry C. Fisher v. Commissioner 
(29 B.T.A. 1041, aff’d, per curiam 74 
Fed. (2d) 1014) in which the board held, 
at page 1046: 


“We have in this case a great mass of docu- 
mentary evidence, all of which, summarized, 
merely tends to show that there was a partner- 
ship agreement and that records were kept in 
partnership form. There is no evidence tending to 
show a contribution by petitioner’s father and 
mother of either property or services to the enter- 
prise conducted under the name of F—— & 
F—.”’ 
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The opinion continues, at page 1048: 


“Arrangements within families for the diversion 
of income, while not necessarily subject to con- 
demnation because of the close relation of the 
parties, are always subject to careful scrutiny and 
clear and convincing evidence is required to es- 
tablish their bona fides. See P. B. Fouke (2 B.T.A. 
219); James L. Robertson (20 B.T.A. 114).” 


Valid Gifts of Partnership Interest Consti- 
tuting Capital of Incoming Pariner 


A spouse asserted ownership to an in- 
terest in the business of her husband, to 
the extent of $100,000. She claimed that 
that was given to her by him as a gift and 
she supported her contention through 
bookkeeping entries. Evidence disclosed 
that profits to which she was entitled as a 
partner were actually received by her free 
and clear from the control of her husband. 
In Walter M. Moyer v. Commissioner (35 
B.T.A. 1155), cited in G. E. Employees Se- 
curities Corp. v. Manning (42 Fed. Supp. 
657,663) the opinion, at page 1161, stated: 
“ . .. Upon all the evidence we are of the opinion 
that the petitioner made an irrevocable gift to his 
wife of an interest in his business . . . to the ex- 
tent of $100,000 and that the partnership existed 
between them. We, therefore, conclude that the 
wife’s share in the profits of the partnership did 
not constitute income to the petitioner during the , 
taxable year and that respondent erred in includ- ' 
ing such profits in the taxable income of the pe- 
titioner.” | 

It is a well-recognized principle that the 
fact that capital contributions to a part- 
nership made by a wife or child were ac- 
quired by gift from the husband or parent 
is not adversely conclusive on the issue of 
the existence of a partnership. W. P. Sew- 
ell v. Commissioner, et al., supra, Jaspar 
Sipes (31 B.T.A. 709). 


Intra-Family Trusts 


Valid trusts, when properly created for 
tax saving purposes, are recognized. Lillian 
M. Newman (1 T.C. 921, cited in Lura H. 
Morgan, 2 T.C. 515). In New York, a valid 
partnership may exist, even with a trustee 
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as one of the partners. Charles B. Ives 0. 
Commissioner (29 B.T.A. 822, 832, citing 
M. A. Reeb, 8 B.T.A. 759 and Richard 
Oakley, 24 B.T.A. 1082); see John D. 
McKee et al., Trustees (35 B.T.A. 239). 

An interesting case relevant to the dis- 
cussion is that of Justin Potter (47 B.T.A. 
607), promulgated August 21, 1942, where- 
in the decisive issue before the court was 
whether or not petitioners’ partnership in- 
terests made to each of two minor children 
were valid gifts so that the income derived 
therefrom was the separate income of each 
child. 

The court held that the petitioners did 
not resort to any plan “to circumvent the 
burden of taxation”; that the petitioners 
made valid oral irrevocable gifts to their 
children of the particular partnership in- 
terests and that the minor children could 
become members of the partnership. 

The respondent’s chief argument was 
that the petitioners did not part with the 
“substantial attributes of ownership over 
the property (the partnership interest) es- 
sential to nontaxability” because of Pot- 
ter’s control, as trustee, over the property 
involved. 

The court stressed the fact that Potter’s 
control in his capacity as natural guardian 
at law was “not self-prescribed”’; that it 
was foisted on him by law and therefore 
the rationale in Helvering v. Clifford (309 
U. S. 331) was not applicable. 

Accordingly, the court concluded that 
the parents were not taxable on the income 
derived from the partnership interests 
given to the minor children. 

In a recent and virtually similar situa- 
tion, the Tax Court sustained the partner- 
ship and held that the income was taxable 
according to the partners’ respective in- 
terests. Scherer (3 TC, No. 100). 


Other Intra-Family Arrangements 


No amount of manipulation, scheming, 
or circumvention can change an illegiti- 
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mate avoidance of tax set-up into a legiti- 
mate one. As has often been reiterated and 
emphasized by courts, family partner- 
ships will be closely scrutinized and will be 
disregarded for tax purposes when they are 
deemed to be cloaks for improper evasion 
of taxes. 

In Francis Doll v. Commissioner (2 T.C. 
276) petitioner contended that a partner- 
ship existed by virtue of a writing under 
the terms of which he and his wife became 
equal partners, and that, accordingly, all 
the income of his business was partnership 
income and not his individual income. 


Commenting on the evidence, the court 
stated: 
“|. . She testified that the filing of the suit in 
the local court was prompted by the respondent’s 
determination against the petitioner here.... 
While a proceeding of some sort was had in the 
proceeding in the state court, the facts show that 
the petitioner, in his answer, admitted all of the 
material allegations contained in the petition filed 
by Mrs. Doll, and it is the decree entered in that 
proceeding that the petitioner contends is con- 
clusive here. With that contention we do not 


agree. The proceeding was not a proceeding such 
as the Supreme Court had in mind in Freuler v. 
Helvering (291 U.S. 35). See and compare Bots v. 
Helvering (134 Fed. (2nd) 538); First Mechanic 
National Bank of Trenton v. Commissioner (117 
Fed. (2d) 127); Masterson v. Commissioner (127 
Fed. (2nd) 252); and Anna Eliza Masterson (1 
T. 315).” 

The Court ascertained that the peti- 
tioner in no way relinquished any of his 
powers or control in his business; that he 
continued to hold himself out as principal 
and that he really operated the business. 
The court also found that petitioner’s wife 
contributed no capital, possessed no pow- 
ers pertaining to a partner, made no sales, 
and did not contract debts or incur obli- 
gations binding the partnership. The court 
concluded that the alleged partnership in- 
come was in reality petitioner’s income and 
therefore all taxable to him. 

On a somewhat analogous presentation 
of evidence, the court had this to say in 
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W. A. Frederich v. Commissioner (2 T.C. 
946): 


“... The parties were in agreement that there 
was a partnership and considered the estate to 
be a member thereof; and proffered to the court 
no disagreement on the subject. Logically, there- 
fore, such judgment may not be considered as 
controlling here. We consider the judgment as 
stated in Freuler v. Helvering (291 U. S. 35) ‘col- 
lusive in the sense that all parties joined in a sub- 
mission of the issues and sought a decision which 
would adversely affect the Government’s right to 
additional income tax.’” 


In the case of Max German (2 T.C. 474, 
479) the Tax Court observed: 


“ ...In most cases, the claim of a partnership 
has been preceded by and based upon formal 
written agreements of partnership but in many of 
them the claim has failed because there has been 
no actual participation or contribution on the part 
of the wife in services, capital, management, or 
otherwise, so as to give reality and substance to 
the partnership claimed. Thomas M. McIntyre 
(27 B.T.A. 812); Robert S. Eaton (27 B.T.A. 283, 
aff’d., 100 Fed. (2d) 1013; certiorari denied, 307 
U. S. 636); Tinkoff v. Commissioner (120 Fed. 
(2d) 564); Mead v. Commissioner (131 Fed. (2d) 
323; certiorari denied, 318 U. S. 777); Earp »v. 
Jones (131 Fed. (2d) 292; certiorari denied; 318 
U. S. 764); Schroder v. Commissioner (134 Fed. 
(2d) 346).” 


At page 482, the court continued: 


“ _. . It does appear that at all times she retained 
control equal in every respect to that of her hus- 
band over the earnings resulting from the joint 
efforts.... All of the money drawn ... has 
been drawn jointly or in equal amount. 

‘* .. and bearing in mind the facts relating to 
the contribution to capital, it is our conclusion 
that an allocation of 75 per cent of such profits to 
the petitioner and the remaining 25 per cent to 
Rose German is reasonable and proper. We ac- 
cordingly hold that the respondent erred in de- 
termining that the entire amount of income from 
the . . . business during the year 1939, instead of 
75 per cent of such income, was the income of the 
petitioner.” 
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Suggestions 

In conclusion, the following suggestions 
may be found helpful on the subject of ac. 
ceptable intra-family arrangements, as a 
tax-saving device: 

1. A partnership certificate should be drawn 
with meticulous care and be duly executed 
according to legal requirements. The mini- 
mum essentials to be embodied therein 
should cover: 

a) The economic purpose of the business 
partnership. 

b) The particular partners and their respec- 
tive capital contributions. 

c) The duties of each and every partner, 
with particularity. 

d) The effective date of the inception of the 
partnership. 

e) The treatment of loans, withdrawals of 
capital, and distribution of profits and 
losses. 

f) The suggestion that new books of ac- 
count be kept (preferably although not 
necessarily). 

g) The closing of the books at the end of the 
taxable year and the carrying forward 
of the balances in the respective part- 
ners’ accounts. 

h) The recording of interest on investments 
and/or withdrawals of capital. 


i) The date of termination of the partner- 


ship. 

2. Filing the partnership certificate should be 
attended to without delay. 

3. If the partnership uses a trade name, a cer- 
tificate of doing business, when required, 
should be filed without delay. 

4. Acknowledgments should be made simul- 
taneously with the execution of the afore- 
said instruments. 

5. Copies of returns for income and all other 
tax purposes relative to the partnership 
business should be available. 

6. Correspondence showing active participa- 
tion of the respective partners in partner- 
ship transactions should be available. 

7. Insurance policies, deeds, contracts, bank 
accounts, and common business documents 
showing the respective partnership interests 
should be available. 
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ACCOUNTING CURRICULA 


LAUREN F. BrusH 


N ANALYSIS of the accounting curricula 
of thirty-eight member schools in 
the American Association of Col- 

legiate Schools of Business shows no una- 
nimity as to method of offering accounting 
courses or course requirements. A few gen- 
eralizations can be drawn, however. Half 
of the schools offer elementary accounting 
in the sophomore year, and a very sub- 
stantial minority offer that course in the 
freshman year. There is a tendency on 
the part of the former group to require 
fewer accounting courses and fewer cred- 
it hours in accounting than are required 
by the schools which begin accounting 
instruction in the freshman year. This 
tendency shows itself in the accounting 
courses required of all commerce students 
and also in the requirements to be satis- 
fied for an accounting major. 

In the matter of course requirements, 
most schools which offer elementary ac- 
counting in the sophomore year require 
only the one course and require between 
six and eight semester hours of accounting 
credit of all commerce students. Two-thirds 
of the schools in this group require only 
elementary and intermediate courses in ac- 
counting before undertaking the profes- 
sional courses for the accounting major, 
and 83 per cent of them require not more 
than thirteen semester hours of credit in 
these preparatory courses. The schools 
which offer elementary accounting in the 
freshman year usually require that all 
commerce students take elementary and 
intermediate accounting and obtain be- 
tween ten and fourteen semester hours of 
credit. Most of these schools require one 
or two additional accounting courses in 
preparation for the professional courses 
of the major. In contrast to the 83 per 
cent mentioned previously, only 62.5 per 


cent of this second group of schools re- 
quire not more than thirteen semester 
hours of accounting preparatory to the 
major work. 

The accounting requirements for a 
major vary from eighteen to forty-nine 
semester hours of accounting courses, but 
approximately one-third of the schools re- 
quire twenty-five to twenty-seven semes- 
ter hours, and approximately one-half of 
the schools require between twenty-five 
and thirty semester hours of credit in ac- 
counting. The schools which begin ac- 
counting instruction in the sophomore 
year tend to require fewer hours fo’ ac- 
counting for the major than do those which 
offer accounting in the freshman year. 

This comparison was undertaken by the 
accounting department of Louisiana State 
University College of Commerce, and in- 
formation was secured through question- 
naires sent to the accounting departments 
of members of the American Association of 
Collegiate Schools of Business. The mem- 
ber schools which replied to the question- 
naires constituted 73 per cent of the total 
membership of the association. The in- 
formation obtained was augmented in a 
few cases by reference to university cata- 
logs. The data in most cases were based 
upon the offerings and requirements for 
the academic year 1942-1943. Compari- 
son and classification of the data are based 
on semester hours; and because a few of 
the schools use a quarter term rather than 
a semester term, quarter hours were con- 
verted to semester hours on the assump- 
tion that three quarter hours equal two 
semester hours. 

Thirty-eight schools supplied data as to 
the year in which they offer elementary 
accounting; these data are presented in 
Table I. 
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TABLE I 

Year ELEMENTARY ACCOUNTING 
Number 
Year of School Per Cent 
38 100.0 


Table II shows a comparison of the ac- 
counting course requirements of those 
schools which offer accounting before the 
senior year, and Table ITI shows the semes- 
ter hours of credit in accounting required 
by the same schools. These courses are 
required of all commerce students. It will 
be seen that of the schools which begin 
accounting instruction in the freshman 
year, 50 per cent require both the elemen- 
tary and the intermediate course, and that 
43.8 per cent of them require more than 
ten but not more than fourteen semester 
hours of accounting credit. Of the schools 
which begin accounting instruction in the 
sophomore year, however, 73.7 per cent 
require only the elementary course of all 
commerce students, and 89.5 per cent of 
this group require not more than eight 
semester hours of such credit. The course 
title “Intermediate Accounting” is not 
used by all schools, but in this study that 
title indicates the course which is generally 
offered as the second-year course in ac- 
counting principles. The thirty-seven 
schools which supplied this information 
compose 97.4 per cent of those which re- 
plied and 71.2 per cent of the membership 
of the Association. 

Comparisons of the preparatory ac- 
counting course requirements for the 
major in accounting are shown in Table 
IV and the credit hours of such prepara- 
tion are shown in Table V. The compari- 
sons deal only with schools which offer 
accounting before the senior year. Some 
schools do not give academic recognition 
to undergraduate majors. In some such 
cases, however, the schools supplied data 
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which could be used in the comparison as 
the practical equivalent of a major. There 
appear to be differences in the definition 
of preparatory work, also. Some of the 
courses have been designated by title as re- 
quired preparatory work by some schools, 
and other schools designate courses with 
the same title as required professional 
work. The designations offered by the 
various schools have been used in these 
comparisons. The thirty-six schools sup- 
plying this information compose 94.7 per 
cent of the replies and 69.2 per cent of the 
membership of the association. 

Table VI shows a comparison of the 
credit hours in accounting required for a 
major by the several schools. In many 
replies the data were not clear in this re- 
spect, and the sample of twenty-eight 
schools, although it composes 73.8 per 
cent of the replies and 53.8 per cent of the 
membership in the Association, may not 
be sufficient to be representative as to de- 
tails. It is significant, however, that the 
table shows the same tendency noted in 
the other tables for the schools which begin 
accounting instruction in the sophomore 
year to require less such instruction than 
do those which begin accounting in the 
freshman year. 

One of the purposes of the study was to 
determine the extent to which members of 
the American Association of Collegiate 
Schools of Business offer and require a 
course in advanced accounting. Such a 
course might be defined as presenting prin- 
ciples of general accounting at a level 
higher than the intermediate course de- 
scribed earlier and might include treat- 
ment of such subjects as consolidated 
statements, fiduciary accounts and state- 
ments, deferred gross profit, etc. The ad- 
vanced accounting course used in Table IV 
is the course so described. Thirty-one re- 
plies contained information concerning 
such a course, and that information is pre- 
sented in Table VII. 
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TABLE II 
Accountinc Courses REQqurrep or ALL CoMMERCE STUDENTS 
Schools Beginning Schools Beginning 


37 Schools Accounting in tive, 
Courses Required Freshman Year Sophomore Year 
No. % No % No. % 
Elementary Accounting only.............. 21 56.7 6 37.5 14 73.7 
Elementary and Intermediate Accounting.. 13 35.2 8 50.0 4 21.0 
Courses beyond Intermediate Accounting... 3 8.1 2 12.5 1 5.3 
37 100.0 16 100.0 19 100.0 
TABLE III 


SEemesTER Hours or CREDIT IN ACCOUNTING REQUIRED OF ALL COMMERCE STUDENTS 
Schools Beginning Schools Beginning 


37 Schools Accounting in Accounting in 
Semester Hours of Credit Required Freshman Year Sophomore Year 
No. % No. % No. % 
14 37.8 5 31.2 8 42.1 
More than 6 but not more than 8 hours.... 12 32.5 2 12.5 9 47.4 
More than 8 but not more than 10 hours... 4 10.8 2 12.5 2 10.5 
More than 10 but not more than 14 hours.. 7 18.9 7 43.8 _ _— 
37 100.0 16 100.0 19 100.0 
TABLE IV 


PREPARATORY ACCOUNTING CouRSES REQUIRED OF ACCOUNTING Majors 
Schools Beginning Schools Beginning 


36 Schools Accounting in Accounting in 
Courses Required Freshman Year Sophomore Year 
No. % No. 4 No % 
Elementary and Intermediate Accounting only 18 50.0 5 31.2 12 66.7 
In addition to above courses: 
Advanced Accounting................-. 10 27.7 6 37.6 3 16.8 
4 11.1 3 18.8 1 5.5 
Advanced and Cost Accounting......... 1 2.8 _ _ 1 5.5 
Advanced and Constructive Accounting.. 1 2.8 1 6.2 _ _ 
Cost Accounting and Budgeting......... 2.8 1 6.2 _ _— 
Cost Accounting and Statement Analysis.. 1 2.8 _ _ 1 5.5 
36 100.0 16 100.0 18 100.0 
TABLE V 


SEMESTER Hours oF CREDIT IN PREPARATORY ACCOUNTING REQUIRED FOR THE ACCOUNTING Mayor 


36 Schools Accounting in Accounting in 


Semester Hours of Credit Required Freshman Year Sophomore Year 
No. % No. % No. % 
At least 7 and not more than 9 hours...... 5 13.9 1 6.2 4 22.2 
More than 9 but not more than 11 hours... 4 11.1 2 12.5 2 11.1 
More than 11 but not more than 13 hours.. 18 50.0 7 43.8 9 50.0 
More than 13 but not more than 15 hours.. 7 19.4 4 25.0 3 16.7 
More than 15 but not more than 17 hours.. 2 5.6 2 12.5 — _ 
36 100.0 16 100.0 18 100.0 
= => = 
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TABLE VI 
SemMEsTER Hours or CREDIT IN ACCOUNTING REQUIRED FOR THE ACCOUNTING Major 


Schools Beginning Schools Beginning 
28 Schools Accounting in Accounting in 
Semester Hours of Credit Required Freshman Year Sophomore Year 
No. % No. % No. % 
At least 18 and not more than 21 hours.... 5 17.9 = a 5 29.4 
More than 21 but not more than 24 hours.. 4 14.3 1 10.0 2 11.8 
More than 24 but not more than 27 hours.. 10 35.7 5 50.0 5 29.4 
More than 27 but not more than 30 hours.. 5 17.9 3 30.0 2 11.8 
More than 30 but not more than 33 hours.. 1 ES — = 1 5.8 
More than 33 but not more than 49 hours.. 3 10.7 1 10.0 2 11.8 
28 100.0 10 100.0 17 100.0 
TABLE VII 


Status oF CourRSsE IN ADVANCED ACCOUNTING 
Schools Beginning Schools Beginning 


38 Schools Accounting in Accounting in 
Status of Course Freshman Year Sophomore Year 
No. No. No. % 
Required of accounting majors............ 12 31.6 7 43.7 4 21 
Offered as an elective.................... 13 34.2 6 37.6 7 36.8 
Offered but status not indicated satan 3 7.9 1 6.2 2 10.5 
7 18.4 2 12.5 3 15.8 
38 100.0 16 100.0 19 100.0 
TABLE VIII 
SEMESTER Hours or CREDIT ALLOWED FOR ELEMENTARY ACCOUNTING 
Schools Beginning Schools Beginning 
38 Schools Accounting in Accounting in 
Freshman Year Sophomore Year 
Semester Hours 
Credit Allowed Schools Schools Schools 
requiring All requiring All requiring 
only only only 
schoo! elementary | 5100 elementary | 5200 elementary 
accounting accounting accounting 
No.| % |No.| % |No.| % |No.| % |No.| % |No.| 
Less than 6 hours........... 6! 15.8] 1 3] 18.8} 1] 16.7] 1 5.3} 0 
More than 6 but not more than 
» 15.8} 6] 28.6] 1 G2) 167) Sl 21 St ahi 
More than 8 hours........... 3 2 1 7.2 
38 | 100.0 | 21 | 100.0 | 16 | 100.0 | 6] 100.0 | 19 | 100.0 | 14 100.0 
= = => 7 = => => } 


Incidental to determining the broad out- general groups: the thirty-eight schools 
line of accounting curricula, the study re- which replied, those which offer elementary 
vealed concentrations and variations in the accounting in the freshman year, and those 
elementary accounting courses which are which offer that course in the sophomore 
presented in Table VIII. Here the semes- year. Each of these groups has been fur- 
ter hours have been classified in the same _ ther classified as to all schools in the group 
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and as to those which require only elemen- 
tary accounting of all commerce enrollees. 
It is clear that the patterns of variations 
of credit hours allowed for the course do 
not differ greatly among the groups and 
the subdivisions of groups. 

It is not part of the purpose of the ac- 
counting faculty at Louisiana State Uni- 
yersity to determine the reasons for consid- 
erable variation among the curricula. This 


report indicates only certain concentra- 
tions and variations and suggests that 
other variations, especially in the content 
or subject matter of courses, doubtless 
exist in the accounting curricula not only 
of members of the American Association 
of Collegiate Schools of Business but 
throughout the entire field of accounting 
instruction. 


METHODS OF SUPERVISING 
LOCAL FINANCES 


L. L. Tromas 


RE IS A great variation in the meth- 
ods and extent of administrative 
supervision over local finance in the 

different states. Each of the states exercises 
supervision to some extent. The purpose of 
this article is to examine the systems in 
use that are indicative of the better pres- 
ent-day conditions. It is planned to deal 
with only four phases of financial adminis- 
tration—budgeting, accounting, auditing, 
and reporting. 

It should be noted that there is a great 
variety in the name of the supervisory 
agency, in the appointment of the super- 
visory officer, in the term of office, and in 
the salary. Information on some of these 
points is not readily available, but in most 
states the supervisory agency is in one of 
the already existing departments; that is, 
it was placed in one of the departments 
an as extraneous activity. In Oregon, it is 
under the direction of the Secretary of 
State and the State Treasurer; but in most 
cases it is under the direction of either the 
State Auditor or the Comptroller. Since 
the agency is often in one of the depart- 
ment, the supervising officer is named after 
the department. Some of the most common 
names are State Auditor, State Examiner, 


Examiner of Public Accounts, Supervisor 
of Public Accounts, or Director of Munici- 
pal Accounts. The salary, the term of 
office, and the method of selection all de- 
pend upon the state and upon whether the 
supervisory agency is a department in 
itself or is in connection with another de- 
partment. The statutes are usually brief 
as to the qualifications of the supervisor; 
often no mention is made of qualifications. 
The Nevada statute furnishes a good ex- 
ample of what is often found. It specifies 
that the state auditor must be a “person 
duly qualified for the position and thor- 
oughly versed in the science of bookkeep- 
ing and accounts.” 


BUDGETING 


Along with the growth of state super- 
vision, we find the development of budget- 
ary practices as a means of control. Budg- 
ets are required by statute or record 
systems in 31 states for municipalities and 
in 34 states for counties. In only 7 states 
for municipalities and only 5 states for 
counties are the budget prescriptions in- 
complete or fragmentary. Municipal budg- 
et forms applicable to all municipalities 
are drafted by state agencies in 11 states 
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and are contained in record systems or 
recommended in 10 states.' In 24 of the 
28 states which draft county forms, the 
budget forms are prescribed completely.” 

In many cases it is found that a state 
requires budgets of only one class of po- 
litical units, usually either counties or 
municipalties. In some instances, the bud- 
get practice does not resemble adequate 
budgeting; nevertheless, the foundation 
has been laid upon which improvements 
can be effected.* 

The main weapon used to enforce budg- 
eting is control of the tax levy. In Iowa, 
the law provides that no municipality 
shall levy any tax on property subject to 
taxation until the following estimates 
have been made: 


(1) The amount of income for the sev- 
eral funds from sources other than 
taxation. 

(2) The amount proposed to be raised 
by taxation. 

(3) The amount proposed to be ex- 
pended in each and every fund and 
for each and every purpose during 
the coming fiscal year. 

(4) A comparison of the amounts so 
proposed to be expended with 
amounts for like purposes for the 
two preceding years.‘ 


This law seems to be fairly comprehen- 
sive but provides for no means of enforce- 
ment such as review of the budget by some 
state officer. Provision (4) is especially 
good in that it is an item often omitted 
and too often overlooked in the prepara- 
tion and approval of a budget. North 
Carolina,’ Oregon,* and Washington’ pro- 


1 Wylie, Kilpatrick, “State Supervision of Local 
5 Municipal Year Book, 1936, p. 342. 


3 Ibid., p. 343. 

4 See Code of Iowa, 1927, sec. 370. 

5 Consolidated Statutes of North Carolina, Vol. 1, 
Sec. 2924. 

® General Laws of Oregon, 1921, Chap. 208, Sec. 6. 

1 Statutes of Washington, 1927, Sec. 9000-1. 
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vide approximately the same regulations 
for municipal budget estimates, evidently 
deeming them to be adequate. 

Indiana, which requires budgets of its 
municipalities, prescribes the estimates in 
much more detail than Iowa. The law pro- 
vides that, not later than one month be- 
fore the close of the fiscal year, the director 
of finance of the city shall prepare esti- 
mates of revenues and expenditures for 
the ensuing year. The following detail is 
required: 

(1) A detailed estimate of expenses for 
conducting each department, divi- 
sion, office, etc. 

(2) Expenditures for corresponding 
items for the last fiscal year. 

(3) Expenditures . for corresponding 
items for the current year. 

(4) The value of supplies and materials 
on hand at the date of preparation 
of the estimate. 

(5) Increase or decrease of requests 
compared with corresponding appro- 
priations for the current year, with 
reasons for increase or decrease. 

(6) An itemized list of anticipated reve- 
nues from other sources. 

(7) Total amount of outstanding debt 
with schedule of maturities of bond 
issues. 

(8) Amount required for interest on the 
debt for sinking funds and matur- 
ing serial bonds.® 


It is necessary that this budget be pub- 
lished and a public hearing held thereon 
before the tax levies and rates are ap- 
proved by the State Tax Commission.° 

In New Mexico, the budget law is 
really given “teeth.” It is provided that 
the county commissioners shall prepare an 
estimate of the revenue required and ex- 
penditures contemplated. These estimates 
shall be submitted to the State Tax Com- 


® Burns Anmotated Statutes, 1926, Sec. 10216. 
® Tbid., 1933, 64-1331. 
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mission, for its approval, and the com- 
mission has power to amend, correct, or 
revise them.*® Section 33-5904 of the law 
also provides: 


“Said approval and certified budget 
shall be binding upon all county offi- 
cials, and the several boards of county 
commissioners, and all other officials 
having the right to allow and pay claims 
from the revenue to be so provided 
shall not allow nor approve claims in 
excess thereof, and such allowances or 
claims or warrants so allowed or paid 
shall be a liability against the officials 
so allowing or paying such claims or 
warrants, and recovery for such excess 
amounts so allowed or paid may be had 
against the bondsmen of such officials. 

“Until such approved and certified 
estimates shall have been duly recorded, 
as provided herein, any payments 
thereunder shall be void, and no war- 
rants for services rendered or supplies 
furnished to the several counties of the 
state shall be issued by any issuing offi- 
cials or paid by any county treasurers 
until such estimates, as so approved and 
certified, shall have been received and 
recorded.” 


These provisions seem to enable the ad- 
ministrative officers to force the observ- 
ance of the budget. It is largely here that 
the political unit and the taxpayer receive 
benefit from the preparation of budget es- 
timates. 

In Illinois, all counties not required to 
pass an annual appropriation bill within 
the first quarter of the fiscal year are re- 
quired to adopt an annual budget. The 
annual budget shall contain: 


(1) A statement of receipts and pay- 
ments and a statement of revenues 
and expenditures for the fiscal year 
last ended. 


Phas Mexico Statutes, 1929, Sec. 33-5901 and 
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(2) A statement of all moneys in the 
county treasury, or in any funds 
thereof, unexpended at the termina- 
tion of the fiscal year last ended; of 
all amounts due or accruing to such 
county; and of all outstanding obli- 
gations or liabilities of the county 
incurred in any preceding fiscal year. 

(3) Estimates of all probable income 
for the current fiscal year, revised to 
date of estimate, and, separately, the 
proposed expenditures for the ensu- 
ing fiscal year for which the budget 
is prepared. 

(5) A schedule of proposed appropria- 
tions. 

(6) Failure of any county board to 
adopt an annual budget or to comply 
in any respect with the provisions of 
this Act shall not affect the validity 
of any tax levy otherwise in con- 
formity with the law.” 


The provisions of the Act are complete in 
requirements of a budget except for the 
method of enforcement. In many states, 
the tax levy is invalidated if the budget is 
not adopted, but not so in Illinois. Also, 
in this respect, one of the leading sugges- 
tions on the budget law in Illinois was 
that some method be employed to force 
counties to live within their budgets.” Fur- 
ther evidence that this is needed is the 
fact that twelve counties in Illinois issue 
warrants when there are insufficient funds 
in the treasury to cover them.” What is 
needed is a means to enforce the use of 
budgetary accounts. 

The Illinois Municipal Budget Law of 
1938 offers more possibilities in the proper 
direction. It requires the adoption of an 
annual budget in some of the political 
subdivisions and gives the State Tax Com- 


Pn Smith-Hurd. Annotated IWinois Statutes, 1933, p. 
# Replies to questionnaires of Bureau of Business 
— University of Illinois, 1938. 
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mission power to make all needful rules 
and regulations as it may deem necessary 
to carry the act into full force and effect. 
This is a move toward administrative 
supervision and allows the Tax Commis- 
sion to initiate some measures to aid the 
municipality in preparing its budget and 
putting it into effect. 
The Oregon law provides that a tax 
supervision and conservation commission 
shall be established in each county with a 
population of 100,000 or more. The com- 
mission has comprehensive powers of 
jurisdiction over all municipalities in the 
county. Each municipality must submit 
to the commission its detailed estimates of 
the annual budget, together with the orig- 
inal estimate sheets of the departments, 
before the budget is adopted. After a hear- 
ing, the commission may approve, reject, 
or reduce the budget allowances for any 
item, and it may increase the amount by 
an unanimous vote of all its members at 
any time between the first and tenth day of 
December. This is representative of one 
of the better budget systems in the United 
States but it could be further improved if 
extended to all political subdivisions. 


ACCOUNTS 


Examination shows that the state in- 
stalls or recommends installation for muni- 
cipalities in 28 states and for counties in 36 
states. Compulsory installation is in force 
in 23 of these states for county accounts 
and in 7 states for municipal accounts, 
whereas in the other cases they are recom- 
mended, installed upon request, or refer 
only to selected offices. Probably the differ- 
ence in the degree of compulsion between 
the counties and municipalities can be 
explained by the fact that administration 
in the counties is more standardized. Since 
administrative supervision over munici- 
palities is a later development, the value 
of an educative policy is being recognized. 
The supervisory agencies have realized the 
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folly of attempting to install a uniform 
system of accounts “overnight” and have 
resorted to the policy of educating the 
local authorities to their acceptance. 

In many states there are either no regu- 
lations over municipal accounting, or 
there are merely statutory laws with no 
means of enforcement. A Michigan law 
provides that the city council shall make 
out a statement of all receipts and dis- 
bursements, the amount of taxes collected 
for each fund, special assessments levied 
and the amount collected on each, the 
amount of money borrowed and for what 
purpose, and the amount of salary paid or 
payable to each city official.“ Usually, the 
statute merely prescribes that the official 
shall keep an accurate account of all 
money expended and the purposes to 
which it was applied, and of all money re- 
ceived and its source. These statutory pro- 
visions have proven very unsatisfactory; 
it is impossible to prescribe an adequate 
system of accounts in the law. 

One of the popular methods of attempt- 
ing to provide uniformity in local accounts 
is to have one of the state officers prescribe 
a uniform system of accounts. In Texas, 
this has been the case.® The legislature 
directed the Comptroller of Public Ac- 
counts to prescribe a uniform system of 
accounts for use by the counties of Texas. 
The system was so designed that it could 
be adapted to meet the needs of the smaller 
counties and yet be expanded to meet the 
requirements of the larger counties. It was 
so arranged that information necessary for 
the preparation of the budget can be 
readily obtained, yet no mention was made 
of integrating the budget with the ac- 
counts. It seems that this might well have 
been included. The illustration of Texas is 
indicative of what has happened in many 
states. The need has been felt for com- 


14 Compiled Laws of Michigan, 1915, Sec. 26. 
8 Chapter 66, Acts of Legislature of 


Texas. 
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parative and relative statistics; and since 
these figures are not available from the 
present records, a move may well be initi- 
ated whereby all accounting systems of 
similar political subdivisions would be- 
come standardized. The fact that new and 
adequate systems will provide greater se- 
curity and economy for the public has 
not been emphasized enough. 

Texas also represents one type of super- 
vision over accounts. The forms for one 
type of political unit are prepared by a 
state officer with instructions for their 
installation and operation. This may be a 
cheap method cf securing uniform statis- 
tics, but it is not conducive to the best 
results. County administration is stan- 
dardized to a fair degree, and it may be 
possible to design a uniform system of 
accounts which is workable; but other 
political subdivisions present a different 
problem. Municipalities, for instance, per- 
form such varying types of services that 
each is practically an individual problem. 
For this reason it seems logical that the 
state agency should review the existing 
system of accounts to determine whethera 
change is actually needed. Existing rou- 
tines need not be interrupted if they are 
performing their required tasks. 

Passing from the statutory requirements 
to the modern system of administrative 
supervision, we find New Jersey as one of 
the leading states. The law provides: 


“The State Board shall, after careful. 


study and investigation of accounting 
requirements, prescribe uniform ac- 
counting systems for municipalities and 
counties, and may, from time to time, 
revise or amend such systems. The 
board may classify municipalities and 
counties in accordance with different 
types of accounting requirements and 
may prescribe a suitable variation of 
the uniform system to apply to each 
class. The use of the system when pre- 
scribed shall be mandatory in accord- 


ance with the regulations of the State 
Board. This section shall not be con- 
strued to prevent the commissioner, with 
the consent of the State Board, from 
approving the continued use of a system 
used by a county or municipality that 
meets the requirements of and is in sub- 
stantial conformity with the uniform 
system prescribed.” 


This is a distinct improvement over the 
former systems, fer it allows the super- 
visory officer a certain amount of discre- 
tion in designing the systems and in ap- 
proving systems already in use. It should 


be noted that the legislature recognized the 


often neglected fact that municipalities 
and counties need to be classified for some 
purposes according to accounting require- 
ments and that variations are likely to 
arise in each class. 

The New Jersey law also provides for a 
new innovation which is found only in 
those states which have an administrative 
state agency. It provides that, “Where the 
commissioner installs accounting systems 
he shall-supply without additional charge 
reasonable instruction and consultation 
in the use of the system and in proper 
accounting methods. So far as possible 
instruction and consultation shall be ex- 
tended to all municipalities and coun- 
ties.’"” This is a feature which is much 
needed in all states which provide uniform 
accounting systems. More often than not, 
the local officials do not possess accounting 
training and although printed instructions 
may be issued, they cannot cover all situa- 
tions and give the adequate explanations 
which may be needed. This is one of the 
most valuable services the supervising 
agency can render; it not only provides 
assistance for the local official, but it makes 
possible contact between the two and the 
opportunity for the state officer to em- 


wi New Jersey, Fiscal Administration Act, Chapter 
17 Ibid. 
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phasize the benefits arising from state 
supervision. 

In Connecticut, the state agency merely 
prescribes the forms; however, it is not 
necessary to use the uniform system set 
up, provided that the accounting system 
in use in the town is found to be satisfac- 
torily complete and to include the neces- 
sary detail. This means that if, in any case 
a town uses a terminology which gives all 
the necessary information, it appears that 
the state agency could approve the system 
upon request even though it might bear 
little relation to a uniform accounting 
system."® This provision is even more 
elastic than that of New Jersey; for it 
assumes that if a uniform terminology is 
employed, uniform statistics can be gath- 
ered. This is no doubt true to a great de- 
gree since it is not necessary to use uni- 
form books and forms to get uniform re- 
ports. If the same underlying principles 
and terms are used, the information ren- 
dered will be of a comparative nature. 

It is interesting to note the degree of 
compulsion that the states adopt. The 
statutory provisions are mandatory upon 
all political units of the same class, but 
states which have administrative super- 
vision employ different methods. In Wis- 
consin, the systems are optional, and the 
counties and cities may or may not peti- 
tion for installation as they desire.’® This 
enables the state to overcome a psycho- 
logical factor which is built up when some- 
thing is forced upon the municipalities. By 
1938, 65 of 71 counties and 94 of 145 cities 
in Wisconsin had adopted the uniform 
system. 

In Massachusetts, the law provided in 
1923 that each city or town at its annual 
meeting should vote on the question of 
whether or not the city or town would peti- 
tion for the installation of an accounting 
system by the commonwealth.” The 

18 See footnote 12. 


19 Wisconsin Statutes, Section 73.03 (14). 
2° General Laws of Massachusetts, Chapter 44, Sec. 38. 
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system installed is, in the judgment of the 
director, to be one that is most effective 
in securing uniformity of classification jp 
the accounts of such towns and districts 
This might be said to be a degree of com. 
pulsion, for it forces the political unit either 
to adopt or to reject the uniform sys. 
tem. This is an excellent way to start the 
movement; for, if adopted, in some in- 
stances its value can be demonstrated to 
other subdivisions. Thus far, 236 of the 
357 towns have adopted the system. 

One of the neglected areas in state 
supervision over accounts has been the 
political subdivisions other than cities and 
counties. No doubt, they will come in for 
their share at a later date after the larger 
units have been adequately taken care of. 
In some states, at-present, the accounts 
of the school districts are under the control 
of the state department of education. 
Kansas has taken a forward step in this re- 
spect; for in the law which provides for the 
prescribing of a uniform system of auditing 
and accounting of the receipts and disburse- 
ment of public funds in the municipalities 
of the state,” the word “municipality”’ is 
held to mean county, township, city, 
board of education, municipal university, 
school district, county-high-school district, 
high-school district, drainage district, 
cemetery district, including all boards, 
commissions, committees, bureaus and de- 
partments of such municipalities charged 
with the management or administration 
of parks, hospitals, libraries, cemeteries, 
pensions, public improvements and any 
or all other public activities maintained or 
subsidized with public funds, municipally 
owned or operated utilities, and to mean 
and include every public corporation and 
quasi-public corporation and firemen’s 
relief associations.” This is a very intensive 
coverage of the political units and may be 


[bid. 
%2 Revised Statutes of Kansas, 1923, Sec. 79-1404. 
* Kansas Legislative Acts, 1935. 
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difficult to inaugurate but is nevertheless 
necessary for compiling statistics concern- 
ing the cost of local government and to 
assure the economical administration of 
the public funds. 

Another interesting feature is found in 
some states, for example, Colorado and 
California. The legislature in Colorado 
passed a law placing local governmental 
accounting under the supervision of the 
Public Examiner, but the law has never 
been enforced for the reason that the legis- 
lature failed to make an appropriation to 
carry out the provisions of the law. In 
California, a law allowing state prescrip- 
tion of accounts is on the statute books but 
is not utilized. It is possible that these 
states have not found it necessary to 
supervise local accounts; but in any event, 
machinery can quickly be put into motion 
when the occasion arises. 


AUDITS 


The greatest amount of state super- 
vision is found in regard to auditing since 
more states require audits than prescribe 
accounts. In 32 states, the state makes an 
examination of the records; in 9 of them 
audits are made periodically for all munici- 
palities. In 23 states the audit either ap- 
plies cnly to certain units, or municipal 
accounts are audited by licensed private 
accountants or by the state upon local 
petition or state decision.™ In 40 states the 
county accounts are audited. The peri- 
odical examination refers to all units in 26 
states and to only selected offices in 14 
states. 

There is still a great variation in the 
scope of the audit, in selecting the one to 
perform it, in deciding who bears the ex- 


pense, and in the regularity of the examina- 


tion. But with the development of admin- 
istrative supervision, these points are be- 
coming more and more standardized. The 


* Kilpatrick, loc. cit., p. 341. 


development has been twofold: the draft- 
ing of audit specifications to insure ade- 
quate examinations and the licensing of 
competent public accountants to perform 
the audits. 

Idaho has adopted an extensive law 
which embodies many features which 
make for better audits. It provides: 


(1) “It shall be the duty of the State 
Bureau of Public Accounts to pre- 
scribe uniform specifications for au- 
dits of books and records of all offices 
of all counties of the State of Idaho; 
also to prescribe the form of contract 
required to be used by the Board of 
County Commissioners in contract- 
ing for such an audit. 

(2) The Board of County Commission- 
ers is hereby required to file one copy 
of such completed audit report with 
the State Bureau of Public Accounts 
within ten days after its delivery by 
the contracting auditor. 

(3) The State Bureau of Public Ac- 
counts must review such audit re- 
port within twenty days following 
its receipt. If such report submitted, 
in the opinion of the State Bureau 
of Public Accounts, meets the pre- 
scribed specifications, the Board of 
County Commissioners and contract- 
ing auditor must be immediately 
notified. In case the audit report does 
not meet the prescribed specifica- 
tions, a statement of its objections 
setting forth specifically wherein 
said audit fails or neglects to meet 
the specifications must be sent by 
registered mail, one copy to the 

Board of County Commissioners and 
one copy to the contracting auditor. 
Should the contracting auditor fail . 
to remove the objections, the State 
Bureau of Public Accounts shall be 
required to proceed immediately to 
make the proper investigation, the 
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necessary expense therefor to be 
borne by the county so affected.”* 


This is typical of the progressive states, 
for it requires an audit in accordance with 
certain specifications and a review of the 
report by a state agency. Idaho also ex- 
tends its supervision to cities and villages 
by requiring the “State Bureau of Public 
Accounts to prescribe uniform specifica- 
tions for audit of books and records of all 
offices of all incorporated cities and villages 
in Idaho....’™” Also, the Council or 
Board of Trustees is required to file one 
copy of the report with the State Bureau 
within ten days after its delivery by the 


contracting auditor. While the law is ex- - 


cellent in many respects, there is a notice- 
able lack of control over the accountants: 
that is, there is no licensing and presum- 
ably anyone may make the audit. In 
addition, the system, if it is to be made 
really comprehensive, should be extended 
to all political subdivisions. 

Connecticut goes further in this respect 
and requires annual audits of all munici- 
palities except school, sewer, and fire dis- 
tricts, which are to have biennial audits. 
“Municipality” is defined as “including 
each town, consolidated town and city, 
consolidated town and borough, city, 
borough, school district, fire district, fire 
and sewer district, any county, the metro- 
politan District of Hartford County, and 
any other political sub-division of a similar 
character which may be created.’”” The 
annual audit is to be made by an independ- 
ent accountant who is selected by the 
budget-making authority and who shall 
be approved by the tax commissioner. In 
this way, some control is exercised over the 
accountants. Upon completion of the 
audit, the independent public accountant 
is required to file one copy of the report 
with the budget-making authority and 


% Chapter 80, Idaho Laws, Sec. 2, 3, and 6. 
* Chapter 133, Idaho Laws, Sec. 49-1702a. 
27 Connecticut Municipal Auditing Act of 1939. 
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one with the tax commissioner. Failure to 
do this will cause the public accountant to 
forfeit half of the fee and, in addition, to be 
barred from municipal auditing for a 
period of two years. The report received by 
the budget-making authority is put on file 
fer public inspection, and a notice to that 
effect is published in the paper. This law 
while extending to all political subdivi- 
sions and requiring the filing of the report 
with a state officer makes no mention of 
the scope of the audit. No specifications 
are set up; therefore, the tax commissioner 
has no grounds for rejecting a report. It 
would seem that this is an important omis- 
sion. 

While the provisions made by the two 
states just described do require periodic 
audits, in many instances the subject is 
left entirely to the local unit. In Massa- 
chusetts, any city, town, and any fire, 
water, light and improvement district may 
petition the director (of accounts) for an 
audit. The selectmen may petition the 
director for an audit when in their opinion 
the condition of the accounts is such as to 
warrant the making of such audit; and the 
director, as soon as possible after the re- 
ceipt of the petition, shall cause such an 
audit to be made. The director may cause 
an audit to be made of the accounts of each 
city and town as often as once in two 
years. ** This allows the state some leeway 
in determining when the audit shall be 
made; but in most cases it will probably 
be found that the municipality has to initi- 
ate action to cause the examination to be 
performed. 

In Virginia, a combination of auditing 
by the state department and by independ- 
ent accountants is found. The Auditor of 
Public Accounts maintains a staff of ap- 
proximately fifty technically trained ‘em- 
ployees whose duties consist of auditing 
and system work. This agency functions 


aa Laws of Massachusetts, Chapter 44, Sec. 
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for the governmental agencies exactly as 
a certified public accounting firm does for 
its commercial clients. If the counties so 
desire, they may secure the services of 
certified public accounting firms to make 
their audit; but such audits have to be 
made in accordance with the specifications 
of the Auditor of Public Accounts. Under 
this system, the local unit is allowed the 
privilege of selecting the auditor and the 
time the audit is to be made. 

From the foregoing discussion, it can 
be seen that there are two alternatives in 
auditing. Either the state agency may em- 
ploy sufficient personnel to perform the 
audit or it may allow the local unit to 
select the public accounting firm for the 
audit. Both these methods are used in vari- 
ous states. Mr. H. T. O’Brien, Director of 
the Bureau of Municipal Accounts of New 
York, said: 

“We have a staff of about thirty field 
men and make examinations of the 
municipalities when the services of these 
men are available. I prefer the system 
under which we are operating to any 
system which would permit the munici- 
palities to have anything to say as to 
the time when examinations shall be 
made or to require the municipalities to 
pay any part of the expense. I feel that 
when the examiners act independently 
of the local authorities and solely as 
agents of the state that much better re- 
sults have been or will be obtained than 
when subject to the caprice and whim of 
the local officials.” 


This statement seems to be based on the 
assumption that detection of fraud is the 
basic purpose of the audit, and it is neces- 
sary to catch the local officials unaware in 
order to find it. If all the local units are 
audited by the state, it would requirea 
large staff in most cases in order that all 
units might receive the benefits of at least 


29 A letter from Mr. O’Brien to W. Hackett, Tax 
Commissioner of Connecticut, June 17, 1938. 


an annual audit. It seems that if the super- 
vising agency set up the audit specifica- 
tions and reviewed the report but allowed 
independent accountants actually to per- 
form the work the same results could be 
obtained as with the other methods and 
without the cumbersome organization. 
This latter method is being employed in 
more and more states. 

Kansas requires every county and city 
of the first and second class to have an 
annual audit. These audits are to be per- 
formed by either licensed municipal ac- 
countants or certified public accountants. 
Within thirty days after completion of 
the audit, the accountant must file a copy 
of the report with the State Accountant. 
In case the audit indicates violation of a 
penal statute or discloses reasonable 
ground for removal from office, the ac- 
countant must file a copy of the report 
with the county attorney.*® The interest- 
ing feature of the Kansas law is the licens- 
ing of public accountants. Each applicant 
must be: a citizen of the United States; 
over the age of 21, and a bona fide resident 
of the State of Kansas at the time of ap- 
plication, or must have maintained an 
office for the regular transaction of busi- 
ness as a public accountant in the State of 
Kansas for at least fifteen days prior to 
the date of examination. The applicant 
must present satisfactory evidence of good 
moral character verified by affidavit. Evi- 
dence must be presented of the completion 
of a standard four-year high-school course 
in an accredited school or training, experi- 
ence, and education equivalent thereto. 

The applicant must then appear before 
the State Municipal Accounting Board 
and answer any questions or produce evi- 
dence as may be required; upon considera- 
tion of the information, the Board will 
determine whether the applicant is eligible 
to sit for the examination. The examina- 
tions are held semi-annually and are eight 

% See Kansas Laws, 1935. 
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hours in length. Section one of the exam- 
ination includes Kansas municpal law and 
section two, auditing, general accounting, 
municipal and governmental accounting 
and finance. The licenses are issued on a 
yearly basis subject to renewal upon pay- 
ment of a $5 fee. The Board, upon unan- 
imous vote and for sufficient cause, may 
revoke any license provided such revoca- 
tion is made after a hearing before the 
Board." This is one of the best systems of 
control in the United States over account- 
ants who perform municipal audits. The 
municipality is assured of securing com- 
petent auditors; and since the audit is pre- 
pared according to a minimum standard 
program prescribed by the State Munici- 
pal Accounting Board, it is of sufficient 
scope to be beneficial. All reports that are 
in conformance with the requirements are 
approved; but in a great many instances 
reports have been rejected. In a few cases, 
the audits have been required to be redone. 

The results obtained from this system 
have more than warranted its establish- 
ment. In the first year and a half of its 
operation, some $224,000 in shortages was 
found, and collections were made of ap- 
proximately 80 per cent of the defalca- 
tions. In 1938, shortages of about $70,000 
were found and collections were made of 
the entire amount. In addition, during this 
time, fifteen accountants were suspended 
for improper work. 

The most notable defect in auditing 
practice in most states is the letting of 
audit contracts by competitive bidding. It 
is sufficient to say here that the procedure 
has no merits which justify its being con- 
doned; and if auditing is to be raised to a 
high professional standard, competitive 
bidding for engagements must be elimi- 
nated. 

The expense of the audit is borne by 


31 Rules and Regulations Governing the Examination 
for and the Licensing of Licensed Municipal Public 
Accountants in Kansas, 1939. 
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either the state or the local unit depending 
upon the system of state supervision em- 
ployed. When a state agency performs a 
compulsory audit the state usually bears 
the expense, although in some cases the 
local units bear the expense, or it may be 
shared. When the local unit is forced to 
take the initiative in securing the audit 
it must bear the expense. 

It is difficult to measure the results ob- 
tained by state supervision over auditing. 
It is certain that every political subdivi- 
sion should have an audit of sufficient 
scope to enable the public to place reliance 
in the reports. Probably this is the greatest 
service that the state can render in this 
respect—that of drawing up audit speci- 
fications. About the only visible results ob- 
tained from auditing are the defalcations 
revealed, and in some states these have 
run into rather large figures. Mr. A. B. 
Grubb, Superintendent of Municipal 
Audits in Iowa, said that during the pres- 
ent administration, at least 21 major de- 
falcations in the accounts of 107 cities had 
been found but that the greatest value of 
the system lies in prevention and cannot be 
accurately measured.” This is the reaction 
of most state officials. “An ounce of pre- 
vention is worth a pound of cure.” 

The National Committee on Municipal 
Accounting has done some excellent work 
in developing the standards of audit pro- 
cedure. In February, 1939, a bulletin was 
published entitled “Municipal Audit Pro- 
cedure,”’ which was presented as a guide 
in the audit of municipalities and other 
public bodies. The term “municipality” 
applies to all governmental units below or 
subordinate to the state. While the sug- 
gested procedure for a general complete 
audit cannot serve all situations, it never- 
theless is an outline which when followed 
by a competent auditor will assure the 
governmental unit of an audit which will 
not be partial or fragmentary. 

® See footnote 12. 
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These standards suggested are the re- In Massachusetts, the law sets out in de- 
sult of several years study of the subject tail the items to be reported: 


and the reaction of many interested par- 
ties. The original publication on the sub- 
ject appeared in 1935 as a tentative out- 
line of an audit procedure. This met with 
hearty approval, and later, as the result 
of the practical application, it was deemed 
advisable to revise the work into its pres- 
ent form. 
REPORTS 


Of all accounting processes, reporting 
shows a higher degree of uniformity than 
any other. Of the 33 states which require 
municipalities to file reports, the prescrip- 
tion refers to all units in 24 states; and of 
the 38 states which call for county reports, 
32 collect or plan to collect reports from 
all counties. The other states usually col- 
lect data from all subdivisions, but not all 
the fiscal transactions are reported.* 

There is a great variance in the pub- 
lished material. Fairly complete reports of 
all units are published in 7 states. In 15 
states the reports are incomplete, including 
only selected subjects or covering only 
part of the units. In another group of 15 
states the reports are fragmentary, and in 
11 states no reports are published. 

Deviations are to be found in the states 
as to the material reported, the frequency 
of the reports, and the units reporting. In 
addition to the uniform accounts, in many 
cases the state, to secure uniformity, fur- 
nishes forms on which the report is to be 
made. In New Jersey, the law provides: 

“The State Board shall prescribe the 
forms upon which financial statements and 
other reports pertaining to local financial 
affairs shall be made. The Commissioner 
shall supply forms to local officers at least 
thirty days prior to the date upon which 
the report is due.’’* 


% Kilpatrick, loc. cit., p. 341. 

* California, Indiana, Iowa, Massachusetts, New 
Hampshire, New York, and Ohio. 

% New Jersey Statutes, 1938, Chapter 159, 


“The director shall annually furnish 
to the auditor or other accounting offi- 
cers of each city and town schedules so 
arranged as to provide for uniform re- 
turns giving detailed statements of all re- 
ceipts classified by sources, and all pay- 
ments classified by objects, for its last 
fiscal year; and a statement of the public 
debt showing the purpose for which 
each item of the debt was created and 
the provision made for the payment 
thereof; and a statement of the assets 
and liabilities at the close of the year. He 
shall collect from the proper local au- 
thorities such other information pertain- 
ing to municipal affairs as in his 
judgment may be of public interest. All 
accounting and other officials and custo- 
dians of public money of cities and 
towns shail fill out properly and return 
promptly to the director all schedules 
transmitted by him to them.’ 

This is an adequate system for those 
municipalities, for it requires a detailed 
suinmary of all fiscal transactions and 
asset and liability schedules, so that it is 
possible to prepare balance sheets. In addi- 
tion, the reports are annual publications. 
The only general criticism that can be 
made of such a law is that it should be 
extended to all political subdivisions. The 
provision that allows the director to 
gather such information as may be of pub- 
lic interest is excellent, for this allows 
studies to be made which would not ordi- 
narily be available and enables the director 
to use his initiative which is likely to be 
destroyed because of lack of available 
information. 

The Indiana law is one of the most 
comprehensive to be found; therefore, it 
may be well to examine it in detail. The 
state examiner is to require from every 


% General Laws of Massachusetts, Chapter 44, Sec. 43. 
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municipality and every public institution 
financial reports covering the full period of 
each fiscal year, the reports being made 
by the county auditor, township trustee, 
city clerk, town clerk, and secretary of 
school trustees, or commissioners of public 
institutions, in accordance with the forms 
and methods provided. Such reports con- 
tain an accurate statement, in summarized 
form, of all collections made by or receipts 
received by such municipalities and insti- 
tutions from all sources, of all accounts 
due the public treasury but not collected, 
and of all expenditures for every purpose 
and by what authority authorized. Also 
required are: 


(a) A statement of all costs of owner- 
ship and operation and of all income 
of every public service industry 
owned by any municipality. 

(b) A statement of the entire public 
debt of each municipality. 

(c) A statement of all revenues re- 
ceived from the payment of liquor 
licenses and all amounts remaining 
unpaid thereon. 

(d) A statement showing the amount 
of the common school funds in the 
custody of each county, including 
an itemized statement showing the 
investment of all such funds, of 
delinquent school fund mortgages, 
and of lands forfeited for non-pay- 
ment of school fund mortgages.’ 

“The substance of the reports re- 
quired by the provisions of this act shall 
be arranged by the state examiner in 
such form as shall indicate the compara- 
tive costs of the several branches of 
government in the specified municipal- 
ities and shall be published in an annual 
statement of comparative statistics 
which shall be issued for each class of 
municipalities at the expense of the 
state as a public document, and shall be 


37 Indiana Laws, Acts 1901, Sec. 4, p. 136. 
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submitted by the state examiner apn- 
nually to the governor and to the legis. 
lature at each regular session. Copies 
thereof shall also be furnished by him to 
each municipality named therein.’’** 
“The governor, auditor of state and 
state examiner shall formulate, pre- 
scribe and approve forms for reports 
herein required to be made... .’’** 


While the Indiana law makes no men- 
tion of assets and liabilities in the reports, 
it can be commended because its extensive 
coverage of political subdivisions and the 
information rendered enable studies to be 
made as to the cost of government. An 
additional feature worthy of note is the 
furnishing of the completed publication 
to the municipalities; this is an item often 
overlooked. 

The local reports in many states are 
characterized by a mass of unintelligible 
statistical compilations. As mentioned 
before, these reports vary from no reports 
whatever to rather complete ones of real 
value to the people of the state. In some 
cases, they are published annually or bien- 
nially in various forms but are not gen- 
erally available to the public in a form 
which is conducive to analysis. The local 
units are too often permitted or required 
to publish their reports in local news- 
papers, the reports amounting to little 
more than an itemized list of receipts and 
expenditures with no classifications what- 
ever. What is generally needed is a report 
from which the layman can readily ascer- 
tain what the money has been spent for, as 
well as from what sources the unit has 
derived its income. The reports compiled 
by the state should be of a comparative 
nature and used by the local officials in 
comparing their cost of government with 
that of municipalities of a similar class 
as an aid to economy. 


%8 Tbid., Sec. 5, p. 136. 
*® Tbid., Sec. 6, p. 139. 
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THE ACCOUNTING EXCHANGE 


A. C. LitTLeTon 


ment was made in July of the 
appointment of Professor Thomas 
W. Leland, head of the department 
of accounting and statistics of the 
Agricultural and Mechanical College of 
Texas, as educational director of the Amer- 
ican Institute of Accounts. Professor Le- 
land, who has already taken up his new 
duties, is on leave from the Texas college. 
According to the press, his work for the 
American Institute will include develop- 
ment of refresher courses sponsored by the 
Institute and collegiate schools of account- 
ing for members of the accountancy pro- 
fession returning to their practice after war 
service. Included also in the educational 
program to be administered by Professor 
Leland will be relations with state boards 
of examiners of states which have officially 
adopted the standard American Institute 
examination for certified public account- 
ants. In this phase, Mr. Leland will work 
with the board of examiners of the Insti- 
tute. He will also be concerned with other 
educational activities of the organization. 
Professor Leland has served as chairman 
of the committee on education of the 
American Institute. He is an alumnus of 
State Teachers College, Oshkosh, Wiscon- 
sin, and holds degrees from the University 
of Wisconsin. He attended the University 
of Pennsylvania, where he also taught 
economics, and Northwestern University. 
He is a vice-president of the American Ac- 
counting Association and a past president 
of the Texas Society of Certified Public 
Accountants, and has been a member of 
the American Institute of Accountants 
since 1930. 
In expanding its service to the profes- 
sion, the American Institute is making 
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increasing use of staff which efficiency en- 
gineers might say consisted of “functional 
foremen.” A technical assistant is provided 
in normal times for each of several impor- 
tant research committees, and a director 
of research is retained to coordinate the 
work. This is concrete recognition that 
research in the field of accountancy may 
be of considerable value to the profession 
and through improved practice to the pub- 
lic as well. The recent appointment of an 
educational director seems to be concrete 
recognition that a professional organiza- 
tion has certain educational obligations 
also. 
There is, for example, the duty of in- 
forming the public of the profession’s 
capacity to serve and of the qualifications 
possessed by its practitioners for rendering 
service. This can be considered an educa- 
tional duty that runs first to the public. 
For the public stands to benefit from a 
great many of the services rendered. It is 
secondary that engagements for account- 
ants may result from that Institute activ- 
ity. There is an equal responsibility for 
making clear the inherent limitations 
which surround the work of public ac- 
countants. For naive ideas of auditing 
held by laymen may be entirely unfair to 
professionals. There is also a public duty to 
stand solidly for those alternatives which 
professional experience and technical judg- 
ment show to be the best. 

Some of the educational responsibilities 
of an organization apply to its member- 
ship. In a way it is education in current 
events that is needed, though not of the 
weekly news magazine type. In some re- 
spects it is postgraduate work that is 
needed, though not of a kind to lead to an 
academic degree. 
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New problems arise in the field that were 
unknown to the writers of textbooks: New 
ideas about old problems appear in periodi- 
cals before they get into books. New situa- 
tions, if described, may stimulate indi- 
viduals to suggest differing treatments. 
Reading about relevant current events can 
furnish materials for growth just as ex- 
perience in doing things can foster growth. 
A. demand for education in current pro- 
fessional developments should flow from 
the membership; an adequate amount of 
such information should come, in part at 
least, from the professional organization. 

But periodical literature, convention 
papers, and speeches at regional meetings 
constitute at best a very mixed offering, 
the topics being necessarily spread over 
considerable time and scattered over nu- 
merous subjects. The day may soon come 
when the concentrated study of some sub- 
ject matter within a short space of time 
will be needed—something like postgradu- 
ate work. This poses the question of tech- 
nical specialization: When may it come; 
who should use it; by whom shall it be ar- 
ranged? 

If technical specialization is attempted 
too soon, teaching materials in adequate 
amounts may not be available. Yet an 
abundance of materials now exists in some 
limited areas, though not in many. If 
strong technical specialization is proposed 
for a bachelor’s program in college, the 
students may prove too immature, and too 
lacking in orientation, to derive the ex- 
pected benefit. Yet the rapid advancement 
of the profession might seem to require 
full utilization of the devices of formal 
education because of the greater speed of 
learning. If technical specialization is ar- 
ranged by the universities, it probaby 
would be in one of two ways: as a separate 
accountancy school similar to that for the 
study of law, or as postgraduate work un- 
der the direction of existing graduate facul- 
ties. There are large difficulties in the way 
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of both of these methods. Yet the profes- 
sion clearly needs some organized educa- 
tion beyond a college degree and beyond 
the CPA certificate—if not for many 
people, then at least for a small number. 

Because the possible clientele for ad- 
vanced training consists of college gradu- 
ates who are CPA’s; because the areas are 
limited in which an abundance of profes- 
sional materials is available; because men 
ranking as senior accountants and higher 
can seldom give more than a few weeks at 
any one time to concentrated, organized 
study—for these reasons the American In- 
stitute could perhaps justify organizing a 
more advanced type of educational ac- 
tivity for the good of the profession than 
seems now in the cards. 

The United States Army sends its men 
of promise—after they have had consider- 
able experience—to special schools for 
advanced technical education: If a major 
forty years of age is not too old to learn 
by attending classes, neither is a senior 
accountant. If work in the field is not the 
only way of developing high ranking offi- 
cers in the Army, it need not be the only 
way of developing good accounting staff 
men into good partners. 

Claims upon Income. Most of the ac- 
counting literature, except that dealing 
with bookkeeping and cost accounting, 
stresses the data in the balance sheet and 
the condition of solvency. Only in recent 
years has the basic character of the in- 
formation in the income statement been 
given adequate prominence. Why is infor- 
mation about income so important? 

It is not enough to answer that earning 
power is at once the blood stream of an 
enterprise and the basis of most judgments 
about the value of the enterprise itself. 
This is true. But the income statement 
gains much of its importance from the 
variety of interests reflected in its data, 
and from the fact that the interested par- 
ties can be, and at times are; in conflict. 
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If each of several conflicting interests 
were to produce an income statement from 
the original transactions of their common 
enterprise, would any one of the results. be 
wholly acceptable to the other parties? 
Charges probably would be made that self- 
interest tended to color the interpretation 
given to some of the transactions included, 
and that others were excluded to modify 
the form and content of the presentation. 

Under such conditions, independent au- 
ditors would have had to be invented even 
if commercial evolution by way of trial 
and error had not already anticipated the 
need. Since auditing was not invented. to 
meet a modern use, auditors probably sel- 
dom realize that the independent status 
they have gained makes them in effect 
“moderators” among various. interests 
represented in the different figures of the 
income statement. 

Reduced to its barest essentials, an in- 
come statement is a calculation (1) of the 
revenue produced by the operations of an 
enterprise, and (2) of the way that total has 
been divided among the claimants. Al- 
though the dividing of revenue is generally 
controlled by statute or contract, and al- 
though many claims are settled in advance 
of determining the gross revenue, it still 
is an economic fact that the revenue is 
shared. It is also a fact that a complex 
and unending struggle goes on with change 
in the sharing as its object. 

The independent public accountant is 
not a party to these contracts, nor is he a 
critic of their objectives. But his. profes- 
sional opinion supports the income state- 
ment in his report. Thus, willy-nilly, he 
becomes an interpreter or moderator or 
middleman—one who takes no sides. but 
renders a professional opinion after a 
technical examination of relevant evi- 
dence, and in this way puts his judgment 
and competence at the disposal of all par- 
ties in the community of interests. 

Part of the reason for the ascendancy 


of the income statement is the fact that 
the balance shect does not report upon the 
sharing of enterprise revenue. The balance 
sheet is reasonably adequate as the prin- 
cipal statement under fairly simple condi- 
tions: when there are only a few sharers 
of the revenue with power enough to push 
their interests; when the primary parties 
at interest are proprietors or partners who 
have ready access to profit and loss de- 
tails. If government (for taxes), workers 
(for wages), customers (for prices), lend- 
ers (for interest)—if all these are consid- 
ered to have claims upon the revenue of 
an enterprise, a balance sheet does no 
furnish them with adequate information. 

“Profit” once was considered the balanc- 
ing figure to the assets, liabilities, and 
capital; later “Surplus” took over that 
responsibility. In both uses, the single 
figure was presumed sufficient for any 
reader of the balance sheet; the income 
statement was thought to contain confi- 
dential information not suited to wide cir- 
culation, and anyway it consisted only 
of “analytical details,” as a supporting 
schedule that elaborated somewhat upon 
the really significant amount, the net 
change in proprietorship. 

The inadequacy of the balance sheet to 
serve all purposes has contributed to the 
increased recognition of the usefulness. of 
the income statement. This recognition 
also leads us to see that assets are related 
to revenue charges and to revenue even 
more closely than they are linked to liabil- 
ities. In fact, if the legalistic term ‘‘assets”’ 
were to be dropped from accounting, some 
brief substitute. term would undoubtedly 
be sought which would convey the idea 
that all assets are, in economic effect, ‘‘de- 
ferred charges to future revenue.” 

Interacting Forces, There is a very large 
community of interest behind, every. im- 
portant income statement, In a very real 
sense the modern large corporation is an 
unusually efficient cooperative society 
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whose creative activities spread wide 
benefits widely. The community thus as- 
sociated in laying claim to a sharing of the 
revenue produced includes: consumers,who 
use the products; workers, who create and 
distribute the products; management, 
which supervises and plans productive ac- 
tivities; investors, who supply the savings 
needed to create production facilities and 
to pay many claimants in advance of the 
receipt of proceeds from sales; govern- 
ment, which needs tax revenue from enter- 
prise income in quantities varying accord- 
ing to the scale of activities laid upon 
governmental agencies. 

If the wishes of some elements prevailed, 
selling prices would be low; the wishes of 
others would bring about high prices. 
Costs would be high or low, profits great or 
small, taxes increased or decreased, if one 
element or another were in a position to en- 
force selfish, and shortsighted, demands. 
No single view can prevail. A balancing of 
forces is necessary. But the result is a 
state of equilibrium that is ever-changing; 
each action produces reactions which in 
turn produce further action. 

High wages may force higher selling 
prices while creating increased buying 
power. Lowered prices increase buying 
power even more broadly than do high 
wages, but prices may fall so low as to put 
all costs under strong pressure. Substan- 
tial interest and dividend payments may 
be a socially inexpensive way of stimulating 
new industry, and through it to create 
wider employment; yet a necessary time 
lag in this accumplishment may conceal 
the real facts from those who press for an 
immediate showing of results. Incentives 
to management increase costs; but proper 
incentives are likely to increase inventive- 
ness and planning, and these are factors 
which have the effect of reducing unit costs 
and lowering selling prices through increas- 
ing the efficiency of workers and equip- 
ment. 
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Balancing here can not be pictured as 
being like the action of an apothecary’s 
scale; rather it is the resultant of many 
complex, interacting forces, constantly 
changing, little or much, here or there, slow 
or quick. Sudden, large, concentrated 
changes may be tremendously disturbing 
to the whole enterprise structure. An 
enterprise could easily be taxed out of 
existence, with attendant losses of em- 
ployment and tax collections; wages could 
be artificially forced to a height where 
customers could no longer pay the result- 
ing product cost; sales prices could be 
forced down to a point where dividends 
were impossible, where employment could 
not be maintained, where governmental 
tax revenue was threatened. 

Enterprise equilibrium is easily thrown 
into unbalance; the highest arts of busi- 
ness management are required to do well 
the simplest job of producing reasonable 
enterprise stability in the midst of ever- 
changing conditions. A condition of grow- 
ing unbalance is hard for an untrained eye 
to read from a series of financial state- 
ments. For the person who wishes to try, 
the series of income statements is the best 
reading; for the people in the community 
of interests or their competent representa- 
tives, that statement should be required 
reading. 

The public accountant has an important 
moderator-function to perform in this con- 
nection: he has the complex task of using 
his technical competence to fashion com- 
plex materials into a widely useful form 
that is ready for the uses of a mixed com- 
munity of interests; he has the important 
social task of holding his independence in 
such high esteem that his report can be ac- 
cepted by all parties at interest as factual 
in whatever degree that is possible, and un- 
biased in so far as conscious effort and 
special training can make it so. 

A periodic determination of revenue and 
assignable cost, and of the resulting net 
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income, by no means provides the only 
data necessary to an intelligent resolving 
of issues raised by conflicting economic in- 
terests. But income statements that have 
been examined and accepted by competent 
independent public accountants offer to all 
parties the elements of trustworthiness 
that are difficult to duplicate elsewhere for 
data of similar importance. 

Technology or Profession. Is public ac- 
counting a business? By what tests? If it is 
a technology, by what tests? What tests 
would indicate that it is a profession? Each 
view deserves a hearing; well-argued opin- 
ions for publication will be welcomed. 

Here are some suggestions. Perhaps a 
clue may be found in the type and extent 
of educational preparation considered nec- 
essary in the three fields. Special prepara- 
tion might seem to apply, in ascending 
order, to a business, a technology, a pro- 
fession. A clue may appear in the kind and 
degree of public recognition that the public 
welfare is in some way involved. Public 
recognition (by setting standards, restrict- 
ing activities, etc.) might seem to apply in 
ascending order to a business, a technol- 
ogy, a profession. 

Another clue may be seen in the attitude 
which persons directly concerned have to- 
ward their status and their responsibilities. 
The following small sample of the views of 
leaders in public accounting during recent 
years may be of interest in this connection. 

“Whether he likes it or not, the profes- 
sonal public accountant frequently is 
required to appraise the activities, the 
transactions of others, and say what he 
thinks, let the chips fall where they may!” 
“Once a public accountant’s independence 
is impaired ... his usefulness as an in- 
terpreter among conflicting interests is at 
an end.”’ ““‘We must be no more subject to 
influence by governmental authority than 
by the desires of management.” “The 
work of the public accountant is widely 
recognized as being heavily weighted with 


public interest . . . our value to the econ- 
omy and our great postwar opportunity 
for service lies in our ability to serve as 
impartial interpreters of the financial re- 
sults of corporate operations.” “The larg- 
est part of the function of an accountant 
is discharge of obligations to a public with 
whom he never comes into contact, often 
against pressure from people who are able 
to affect his interests quite extensively.” 
“In all the world there is no ethical re- 
quirement quite like that placed on the 
public accountant. He must be the judge of 
his employer in the interest of people he 
does not know, and he must take no profit 
from knowledge that comes to him in his 
confidential capacity.” 

Inter preter-moderator. The views just 
quoted show that leaders in public ac- 
counting are keenly aware of the public 
welfare aspects of a profession. They are 
speaking, it may safely be assumed, not as 
individuals, but in an effort to make artic- 
ulate the unspoken convictions of their 
colleagues. One does not become a member 
of a profession by thinking himself so; nor 
does group assertion of professional status 
create the condition asserted. But if con- 
sciousness of professional characteristics 
is not in the minds of the practitioners, 
there is no profession, legislation to the 
contrary notwithstanding. 

It is reassuring to see such clear reflec- 
tions of professional consciousness. The 
public accountant has a high social func- 
tion to perform as well as a direct obliga- 
tion to serve the client. He is not a public 
accountant merely in offering his services 
to the public generally; nor because he has 
qualified by passing examinations and be- 
ing publicly proclaimed, as it were. He is 
a public accountant because his work for 
clients often has a public aspect beyond 
the client. He must be independent or he 
is not “public” in this sense; he must be 
judicially minded or he is poorly equipped 
to discharge his public function; he must 
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do his work under disciplined self-control 
or he may fail to meet his responsibilities 
in a satisfactory manner. 

Over the years a wide array of skilled 
professional techniques have been devised 
that are as useful in carrying out the audi- 
tor’s high social function as they are in 
serving the client. His social responsibilities 
have lately been enlarged and accepted. 
His position as an intermediary is not new, 
a creation of modern responsibilities. Cen- 
turies ago his prototype stood between the 
nobleman and the bailiffs who managed 
the estate; today he is ready to “stand 
between” whenever his technical compe- 
tence and independent status make his 
experience or judgment useful. 

When a public accountant finally ac- 
cepts a large corporation’s income state- 
ment, he may not be fully conscious of the 
intricate and extensive community of in- 
terest behind the figures. But he is keenly 
alive to the necessity for a thoroughly de- 
pendable, understandable presentation, 
and he is prepared to see that the state- 
ment is just that. He is interpreter-modera- 
tor by profession, not by employment. 

Internal Auditing. Elsewhere in this 
issue William H. Garbade opens up an- 
other 40-acre field for the planting of 
internal control. Without proposing to 
neglect ordinary auditing functions ap- 
plied to accounting, he points out that 
there are many other types of internal in- 
vestigations: all layers of management 
deserve close and continuous study— 
office procedures, unwritten traditions, 
general policies, among others. There also 
is a fertile field in an organized checking 
for compliance with numerous laws and 
regulations about wages, employment, and 
selling prices, not to say anything about 
taxes. An internal auditing department, 
conceived with imagination and managed 
with competence, can become a very valu- 
able research agency along certain lines. 

If internal auditing develops broadly its 
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unique opportunity for enterprise service, 
those who aid its evolution may justly fee] 
that they have made a real contribution to 
the art of good business management. If 
the sponsors see nothing to do in internal 
auditing except to copy the programs of 
external auditing on a different scale, the 
full possibilities of service are likely to go 
unaccomplished. 

The accountant who heads up a divi- 
sion of internal auditing may, with con- 
siderable justification, consider himself a 
professional, especially if he is certified. He 
is not a professional in the sense of an 
independent public accountant, actively 
offering his services generally and in cases 
in which public welfare is involved. But 
the internal auditor does not give up his 
freedom of professional judgment, and he 
does not lose his technical competence by 
serving a single employer. Internal audi- 
tors in this respect are like industrial plant 
physicians, staff lawyers, and research 
engineers. These men do not lose caste 
with their independent colleagues, and 
they do not unduly narrow their range 
of interests. If they are given authority 
and respect within their techniques com- 
mensurable with their abilities and respon- 
sibilities—as should always be the case— 
no one can with fairness charge them with 
subservience. 

The work of the external auditor re- 
quires him to know a good deal about ac- 
counting systems, especially the internal 
control aspects. But knowledge of systems, 
especially as operating mechanisms, is 
even more important to internal auditors 
and controllers. This raises the question 
(which some readers might like to write 
about) whether students in a typical col- 
lege program get enough work of the right 
kind in accounting systems. The work of 
the internal auditor, especially that part 
considered in the article here mentioned, 
would benefit from that auditor’s previous 
study of systems as related to office organ- 
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ization, efficiency of operation, ease of 
audit, reliability of internal control. A 
good deal of his best service to his com- 
pany would come on the system side. The 
study of systems can do much to develop 
accounting imagination. It can also gener- 
ate an appreciation of the variety that 
exists among seemingly similar types of 
transactions, and a realization that ele- 
ments of basic similarity run through ap- 
parently differing accounting records. 

Isn’t there an analogy here to a medical 
student’s study of anatomy? 

Statistical Accounting. In the July num- 
ber of the ACCOUNTING REVIEw there were 
three stimulating articles by statisticians. 
There is an interrelation between account- 
ing method and statistical method which 
grows clearer as the idea is turned over in 
mind. One of the three writers points out 
that neither the staff statistician nor the 
staff accountant is merely a reporter of 
figures; he is an investigator connected 
with important administrative (control) 
functions. 

More and more we find business and ac- 
counting data accumulating in enormous 
masses. Economy then requires selective 
treatment. What in a mass of facts is ab- 
normal? When is variation so material as 
to become significant? Standard costs have 
made a start in this technique of high- 
lighting the unusual for special study 
against a background of mass. This, how- 
ever, has been within the framework of 
ledger accounts and journal entries, rather 
than by way of statistics. 

Perhaps accountants would be better 
accountants for a supplementary knowl- 
edge of statistics. Would it be too much to 
say that industrial statisticians would. be 
better statisticians for a supplementary 
knowledge of accounting? 

If the statistical use of accounting data 
for internal control purposes should grow, 
the question arises whether the program 
of an accounting student will include an 
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adequate study of statistical techniques, 
oriented where possible to accounting uses. 

Close consideration of underlying char- 
acteristics will show that accounting is 
basically statistical in its own methods. 
Why is it never presented on that founda- 
tion? Is it merely because keeping business 
records “by the method of Venice” ante- 
dated the voyages of Christopher Colum- 
bus, whereas statistics as such developed 
much later? Would not a re-orientation of 
instruction in elementary accounting on 
its statistical basis be an interesting mel- 
ody for some one to work up into a short 
etude? 

Here are a few notes for the melody: 
(1) Accounting is greatly occupied with 
the proper classification of quantitative 
facts; (2) financial statements are made by 
grouping related categories and contrast- 
ing opposing categories; (3) the use of ac- 
crued and deferred items is a way of peri- 
odically refining previously determined 
statistical quantities; (4) provisions for 
bad debts and allowances for depreciation 
are statistical forecasts of a sort; (5) sam- 
pling is a statistical concept even though it 
tnay often be applied in auditing with little 
consideration for the statistician’s experi- 
ences with sampling. 

Fifteenth Century Reserves. It is a source 
of satisfaction to note the accelerated de- 
velopment in the past twenty years of the 
techniques of enterprise accounting. This 
growth is clearly evident in cost account- 
ing generally and in standard costs par- 
ticularly. To these perhaps should be 
added industrial budgeting and controller- 
ship. Together these are the organizational 
elements of an important information 
service designed primarily for the aid of 
management—in military terms, the in- 
telligence service (G2). The most recent 
developments, the techniques of internal 
auditing and control statistics, show that 
extensions of this service to management 
are still possible. 
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While the capacity for growth from 
within is noted with satisfaction, the fact 
should not be overlooked that many ‘‘mod- 
ern” accounting practices have deep his- 
torical roots. 

A few years ago (AccounTING REVIEW, 
September, 1937) researches by Florence 
Edler (de Roover) showed us that a printer 
of Antwerp had kept accounts in cost ac- 
counting fashion as early as 1563. Each 
book edition he produced had its own ledg- 
er account. It was debited for the cost of 
the manuscript bought from the author, 
for the cost of paper used (paper account 
being credited), for wages and direct ex- 
penses (business expenses account being 
credited); it was credited with total cost 
at completion (the account for books-in- 
stock being debited). Both the paper ac- 
count and the books-in-stock account had 
special columns in the ledger for a record 
of quantities in and out. 

Clearly this bookkeeping foreshadowed 
cost accounting. But equally interesting 
is evidence of a very early sensitiveness to 
possibly overstated profit calculations. 

Elsewhere in this issue Raymond de 
Roover in his article “Early Accounting 
Problems of Foreign Exchange” (espe- 
cially Table III and footnote 58), has 
brought to notice a profit and loss state- 
ment based on ledger accounts dated 1397 
to 1399. Among other entires in a ‘“‘Mer- 
cantile Expense’ account is a debit fora 
reserve that gives recognition to unpaid 
taxes and other expenses “which remain 
to be paid.” The author says of this entry: 
“So far as I know this is one of the earliest 
examples of accrual accounting made to 
avoid overstatement of profits.” 

Other evidence of the same sort about 
accruals and reserves is available for ac- 
count books almost qne hundred years 
later. In a recent study Mrs. de Roover* 


* Bulletin of the Business History Society, (Boston 
October, 1943), “Francesco Sassetti and the Downfall 
of the Medici Banking House.” 
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deals with an account book of 1462-1472, 
the private ledger of Francesco Sassetti, 
who was a partner in the Medici bank, 
but who also had money invested at inter- 
est in various enterprises. 

A financial statement is taken from 
these records that is dated November 17, 
1466; listed among the assets are an item 
of accrued interest and one of accrued prof- 
its. The original phrasing, furnished by 
Mrs. de Roover, for the accrued interest 
item is this: “E per la provedigione di tutto 
quest’ anno ...”’—literally, ‘‘and for the 
fee [i.e., interest] of all this year.” The 
other item is this: “. .. avamzi ... stimo 
aremo di partire .. .”—freely translated, 
“estimated distributable branch office 
profits.” 

These are accruals. The idea of a surplus 
reserve was also found. Its use was shown 
in the statement of partnership profits for 
a certain branch. To the total profits of 
several years is added a “balance of re- 
serve account.” From that sum is deducted 
the total profit transferred to partners ac- 
counts, leaving a remainder, which in the 
original account book was described in 
this way: “E posto uno riservo debbi avere 
... per salari e cattivi debitori’’—literally, 
“and enter a reserve in credit . . . for (un- 
paid) salaries and bad debts.” 

In the profit statement of still another 
branch office, a similar calculation leaves a 
remainder that is labeled “reserve for con- 
tingencies.” From this reserve an amount 
for “losses” is deducted to show a result- 
ing net reserve transferred to a new part- 
nership. The phrasing of the originating 
entry does not clearly reveal this transac- 
tion. But the sense seems to be that 
expenses proved to be greater than a prior 
estimate, hence the prior calculation of ac- 
cumulating profits was subject to correc- 
tion. Thus “losses” deducted from the 
reserve may have represented bad debts 
now written off, or possibly, an adjust- 
ment of the larger early reserve to a 
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smaller later amount to accord with re- 
yised estimates of protection currently 
needed. It sounds very modern indeed. 

Mrs. de Roover’s comment to the RE- 
yieW in supplementing the published arti- 
de is this: 

“There was accrual accounting at this time, 
early as it was, to the extent that provision has 
made for later payments of undetermined claims 
and accrued wages, and in so far as profits were 
deliberately reserved. Profits were not divided 
each year but were allowed to accumulate in the 
form of surplus for three or four years. Then a 
transfer was made from profit and loss to the ac- 
counts of the individual partners, each one for his 
share. A reserve or remainder was left undivided 
to meet undetermined contingencies, or to be used 
in correcting possible misstatement of the profits 
of previous years.” 


This is clear evidence that men were 
very early aware of the fact that calculated 
profit could be miscalculated for want of 
full current information. Businessmen and 
accountants are similarly cautious today 
and wish to make reasonable reservations. 
They also want to accrue income and ex- 


pense on the basis of reasonable evidence, 


as was done even in the fifteenth century, 
rather than wait for the passing of cash to 
become the signal for such recognition. 
Traveling Auditor. Internal auditing was 
not unknown in these early days. The 
same article on the Sassetti account book 
mentions Lucas Rem (1481-1541). During 
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eighteen years in the service of the Welser 
of Augsburg, Rem made many trips to 
branch offices in a capacity that now would 
probably be called that of traveling audi- 
tor. 

Again supplementing the article, Mrs. 
de Roover comments as follows: 


“Lucas Rem of Augsburg studied bookkeeping 
in Venice when he was fourteen and fifteen years 
old. At the age of seventeen he kept the books of 
the Welser firm in Lyons, probably in the capacity 
of assistant bookkeeper. At twenty he became 
some kind of auditor and examined the books of 
the firm’s agencies in Switzerland. From then on- 
ward he traveled constantly for the Welser, 
going from one agency to another. He was early 
concerned in straightening out the accounts, but 
he took a more and more active part in the man- 
agement as the years passed. He invested his 
savings in the firm and eventually became one of 


the partners.” 


Rem made the following memorandum 
in June, 1511, after traveling to Freiburg: 
“Da half ich ir rechnong beschliessen, darin 
si gar verwirt wasser.. Plib 4 tag dar, tag und 
nacht im werk’’—literally, ‘There I helped 
close their accounts since they were very 
much confused. I stayed there 4 days, day 
and night at work.” 

Perhaps the task of closing the nominal 
accounts is not now so confusing to book- 
keepers as it once was; but modern audi- 
tors easily recognize the phrase, “tag und 
nacht im werk.” 
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PROFESSIONAL EXAMINATIONS 
A Department for Students of Accounting 


Henry T. CHAMBERLAIN 


HE FOLLOWING problems were pre- 

sented by the Board of Examiners of 

the American Institute of Account- 
ants as the second half of the May, 1944 
examination in accounting practice. The 
weights assigned were: problem 1, 25 
points; problem 2, 15 points; problem 3, 10 
points. The time allowed to solve all prob- 
lems was four and a half hours. A sug- 
gested time schedule follows: 


Problem 1 140 minutes 

Problem 2 60 minutes 

Problem 3 40 minutes 
No. 1 


Prepare a balance-sheet of Moran Re- 
alty Company as at December 31, 1943, 
and an income (ledger) account for year 
then ended, giving consideration to de- 
ferred and accrued items. 

On January 15, 1941, the Moran Realty 
Company acquired 200 acres of land situ- 
ated on the rim of a manufacturing dis- 
trict, at a cost of $180,000. The company 
proposed to subdivide the land into lots for 
use as business and residential sites, after 
having enhanced the value of the location 
by further stimulating manufacturing de- 
velopment. For this purpose, the company 
donated 20 acres of land to several factor- 
ies and agreed to provide railroad sidings 
for them. As an initial inducement to settle 
the area, the company also donated 5 acres 
to individuals for use as business and resi- 
dence sites. 

The remaining tract of 175 acres had 
been improved and subdivided into 1,500 
lots, all of which were advertised as avail- 
able for sale as at October 1, 1942. Lot 
subdivisions set up for purposes of sale and 
the corresponding prices were as follows: 


bap Number of Selli rice 
Subdivision 

A 600 $400 

B 400 300 

Cc 500 250 


To finance the undertaking the company 
supplied $80,000 of its own cash (for which 
common stock at $100 par value had been 
issued), and on March 1, 1941, obtained an 
additional $300,000 through the issuance 
of 5% bonds, interest payable on March 
ist and September ist. The bond agree- 
ment stipulated a payment of 40% of 
principal on or before October 1, 1942, and 
the balance on or before March 1, 1945. 

A summary of other transactions to 
December 31, 1943, follows: 

Cost of providing railroad sidings to factories $12,800 


Plots and surveying...................... 39 ,000 
Cost of cutting down trees, net of incidental 


gradings, sewerage, and landscap- 
of bonds: 

Sept. i 80, 

200 , 000 
Legal and other professional fees in connec- 

tion with the ee and development * 

Interest on bends paid through September 1, 43.008 
Sales commissions, 5% payable upon passing 

Special assessments and municipal taxes 

($14,700 incurred up to October 1, 1942). 22,000 
General and administrative expense........ 17 ,400 


The foregoing items were paid in cash in 
the amounts indicated. 

Lots were sold under two plans: The 
first plan (referred to as “contract plan”) 
required an initial payment of 20% of 
selling price and four equal quarterly pay- 
ments, title passing to the purchaser on 
the final payment. The profit on such sales 
is recognized on the instalment-collection 
method of accounting. Under the second 
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(referred to as “mortgage plan”), 
title to the lots passed at time of sale, with 
the company receiving 30% of the selling 
price as a down payment and a purchase- 
money mortgage for the balance maturing 
two years from date of sale, interest at 6%, 
payable semiannually. The profit on these 
sales is recognized when title passes. 

Lots were sold according to agreements 
dated October 1, 1942, and April 1, 1943, 
under the two plans, as follows: 


Sub- Total Number sold Number sold 
division Num- under “Con- under “‘Mort- 
ber tract Plan” Plan” 


“Oct.1, April1, Oct. 1, April 1, 
Sold 1942’ 1942’ i943 
100 125250138 


120 80 80 
460 200 40 150 70 


1,400 420 245 480 


480 255 


Principal and interest payments on sales 
were received regularly as they became 
due. It is believed unlikely that defaults 
either as to principal or interest will occur 
in the future. 


No.2 
On the basis of the data following, pre- 
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pare a statement of factory accounts, 
showing costs, variances, and inventory 
balances. 

The Taylor Manufacturing Company 
has a contract to manufacture 10,000 units 
of product X, a regular-line product, for a 
lump-sum price. This price was determined 
on the basis of estimates of manufacturing 
cost, selling, administrative, and general 
expenses, and provision for net profit. 

The management desires to check manu- 
facturing-cost estimates against corre- 
sponding actual costs through the factory 
accounting records, and decides to make 
use of procedures followed under esti- 
mated-cost systems in which estimated 
and actual costs are reflected in opposition 
in cost accounts and variations are de- 
veloped thereby. These comparisons are to 
be made monthly so that differences be- 
tween estimated and actual costs can be 
detected and controlled currently. 

Product X has been manufactured by 
two major processes developed in the 
Fabricating and Finishing departments. 
Estimated costs per unit of product for 
each of these departments follow: 


Propuct X 
Estimated Cost per Unit 


Fabricating Department Finishing Department 
Quantity Estimated Quanti Estimated 
or time value Total or seg e Total 
3 units $1.20 $3.60 
2 -90 1.80 1.5hours $1.00 $1.50 
Manufacturing overhead............. 2 hours .60 1.20 1.5 hours .50 75 


Product and cost data for operations during the first month under the contract 


are as follows: 


Average state of completion... 
Costs— 

‘er materials from Fabricating Department. . 


Fabricating Department Finishing Department 


Preah 200 units 80 units 
. 35% 55 
$720 $528 

66 

ones 84 $ 930 33 $ 627 
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Ending inventory— 


The Accounting Review 


Materials purchased and issued...................-.- 
Manufacturing overhead incurred...................- 


$9,100 

3,810 $3,860 
3,180 2; 105 
ee 300 units 240 units 
0% 10% 


Nore: The amounts in the above tabulation are at actual cost, with the exception of the beginning inventories 


which are stated at estimated cost. 


During the month, 2,000 units were 
finished, of which 1,800 units were shipped 
to the purchaser under the contract. Goods 
are assumed to be produced and sold on a 
first-in, first-out basis. 


No. 3 


From the information submitted here- 
after, compute the net income of The 
Baltic Corporation for its 1943 federal 
income-tax return, and prepare a recon- 
ciliation of taxable net income and net 
income per books: 


Tue Battic CoRPORATION 
Statement of Income For the Year Ended 
December 31, 1943 
Sales, less cash discounts and al- 


Cost of goods sold............. 54,000 
Gross profits on sales.......... $46,000 


Selling, administrative, and gen- 
eral expenses: 


Selling expense.............. $ 8,000 
Administrative expense... ... 15,000 
Provision for doubtful accounts 1,000 
General expense............. 4,000 28,000 
$ 18,000 
Other income (net): 
Interest on bonds of domestic 
Refund of 1936 surtax on un- 
distributed profits......... 1,500 
$ 7,600 
Loss on sale of land 
and building. ..... $4,000 
Interest on notes.... 1, 5,800 1,800 
Net income before provision for federal taxes 
Provision for federal taxes in income. .... . ,000 


Summary of Earned Surplus for the Year Ended 
December 31, 1943 


Balance at January 1, 1943..... 


$ 53,400 


Add: 
Net income for the year ended 
December 31, 1943, as above 
Net profit derived from trading 
in own capital stock....... 
Excess of insurance over book 
value of property destroyed. 
(Total insurance was ex- 
pended on similar property 
constructed in 1943)....... 


$15,800 
2,500 


60,000 78,300 


$131,700 


pending 1939 
wsuit ing since 
settled as to validity and 
amount of claim by court 
judgment in 1943.......... 
Factory building alterations to 


Additional information: 

Sales include $5,000 of merchandise in 
transit at December 31, 1943, to a custo- 
mer on the basis of approval upon delivery. 
Cost is 70% of selling price. 

Cash discount on sales includes $150 
for anticipated cash discounts. 

Selling expense includes additional com- 
pensation of $1,500 paid to sales manager 
for services rendered in a prior year. This 
additional compensation was approved by 
resolution of the board of directors, dated 
July 15, 1943. 

Administrative expense includes a pro- 
vision for pensions in the amount of 
$1,000, credited to a reserve for pension, 
against which reserve $750 was charged 
during 1943 on account of payments to 
superannuated employees. 

The corporation has previously elected 
to take deductions for bad debts by means 
of annual additions to a reserve established 
for that purpose, based upon a review of 
the customers’ balances. 
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General expenses consist of items as fol- ee 400 
lows: ui $4,000 
Telephone and telegraph.................. $ 350 3 oer 
Stationery and postage... 90 -During 1943, the company sold land and 
Legal and accounting fees... 750 buildings for $17,000. The cost of the 
Cost of ‘moving machinery to demonstration | Jand was $10,000 and the buildings 
paid ier $15,000. At the time of the sale the amount 
= (Proceeds of policy payable to 275 of depreciation allowed and allowable in 
Contributions........................... 750 Tespect of the buildings was $4,000. 


Solution to Problem 1 
The following entries were made to summarize the transactions of the Moran Realty Company: 
(1) 


To capitalize: 
39 
43 


Interest Nov. 1, 1941 to Oct. 1, 1942..................2000- $ 23,750. 

3 250 


To allocate taxes on real estate 


General and administrative expense—1942... 


To record administrative expense. 
Summary of Cost of Land 


$ 22,000.00 


$ 17,400.00 


860 
105 
units 
% 
tories 
700 §300,000.00 
Issuance of stock and bonds. (2) . 
Ch $180,000.00 
(3) 
800.00 
,300 000.00 
500.00 
000.00 
500.00 
800.00 
Ty. (4) 
150 
$32,000.00 
1; 666.66 
m- 
ger 
(5) 
emption of bon 
(6) 
of 
ed 
to 5,800.00 
5,880.00 
5,800.00 
od 
$362,250.00 
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Sale Value of Subdivision 


Reserve for commissions payable 
Sale of lots as follows: 
Subdivision A—100 lots 
Subdivision B—120 lots 
Subdivision C—200 lots 


Collections on contracts in 1942 


20% of $25,590.60 


Mortgages receivable 

Sale of lots as follows: 

Subdivision A—250 lots 

Subdivision B— 80 lots 

Subdivision C—150 lots 


Sales on mortgage plan $161 ,500.00@5% ep 


Accrued interest receivable 
Interest on mortgages for 3 months (1.5% of $113,050.00) 
Collections in io on 1942 sales 


Collection of remaining balances 


Balance of deferred profit on 1942 sales 


ales on pril 1, 1943 


nd 
Reserve for commissions payable 


Contract sale of lots as follows: 
Subdivision A—125 lots 
Subdivision B— 80 lots 
Subdivision C— 40 lots 


$ 25,200.00 


$ 5,118.12 


$120,624.35 


40,875.65 


$ 8,075.00 


$ 1,695.75 


$100, 800.00 


$ 20,472.48 


$ 6,783.00 


.00 Cash 
.00 Co 
‘00 | 
$485,000.00 Def 
Sales October 1, 1942 
(8) Cask 
Contracts receivable $126,000.00 Mor 
Land $ 94,109.40 Li 
25,590.60 
6, 300.00 
(9) Sale 
Cas 
(11) I 
Lal 
Ca 
Co 
Mc 
Ac 
Ac 
| 
Cz 
(15) 
| 
(16) 
Interest on mortgages written in 1942 (6% of ar . 
1 
Cont 00 
: $ 62,739.60 
17,060.40 
4,200.00 


24.35 
75.65 


15.00 


5.75 


10.00 


3.00 


D 


sss 


Cash 
Collection in 1943 on 1943 contract sales 


60% of $17,060.40 


Lan 
Mortgage sales as follows: 
Subdivision A—125 lots 
Subdivision B— 60 lots 
Subdivision C— 70 lots 


Cc 1,285 


Interest for 9 months on mortgages taken on 1943 sales (4.5% of $59, 850.00) 


Trial Balance 


Reserve for commissions payable 
Surplus—December 31, 1942: . 
5 


General and administrative expense—1941.......... 
General and administrative expense—1942.......... 


23,385.00 $ 24,304.52 


Income account—1943: 
and administrative expemse............... 5 
Earned profit—1943 $10,236.24 
Earned profit—1942 20,472.48 


$23,581.66 $61,825.02 
$23,581.66 $ 38,243.36 


$258,228.70 $258,228.70 
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(19) 
109.40 ,859.95 
390. 60 , 640.05 
300.00 
(22) 
00 
5% of $85,500.00 = $4,275.00 
(23) 
7 Dr. Cr. 
$ 1,666 
2,990 
4,200 
6,824 
80,000 
40,875.65 
2.48 
$23,385.00 $47,689.52 
|| 
= = 
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Moran Realty Company 
Balance Sheet 
December 31, 1943 
Assets 
Contracts receivable—from installment sales...... 33,600.00 
Mortgages receivable: 
$258,228.70 
Liabilities 
Reserve for commissions payable upon final payment of installment contracts receivable........... 4,200.00 
Earned surplus: 
Net income for year ended December 31, 1943. ... 38,243.36 62,547.88 
$258,228.70 
Solution to Problem 2 
Production 
Fabricating department 
Finishing department 
Toal production for months by cost elements 
Labor—fabricating department 
Current month production transferred to finishing department. ............-.-- 
Manufacturing overhead—fabricating department 
Labor—finishing department 
Manufacturing overhead—finishing department —=i 


orore 


B 

B 
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Comparative Statement of Manufacturing Costs, Showing Variances from Estimated Costs 
Estimated Actual Variances 
Cost elements Units Cost Cost Favorable vary 
2,260 $ 8,136.00 $9,100.00 $ 964.00 
218.50 Labor—fabricating................. 2,270 4,086.00 ,810.00 $276.00 
100.00 Overhead—fabricating.............. 2,270 2,724.00 3,180.00 456.00 
2,124 3,186.00 3,860.00 674.00 
aaah: Overhead—finishing................ 2,124 1,593.00 2,105.00 512.00 
$19,725.00 $22,055.00 $276.00 $2,606.00 
16.70 Comparative Statement of Unit Costs, Showing variances from Estimated Costs 
28.70 Estimated Actual Variances 7 
=o Cost elements Cost Cost Favorable Unfavorable 
90.00 1.20 1.401 
24.16 
00.00 $8.85 $9.915 $.121 $1.186 
oe Cost of Goods Sold on First-in, First-out Basis at Actual Cost 2 
ing inventory—finishing department (80 units) 
Beginning inventory—fabricating department (200 units) 
130 units of labor and overhead—fabricating. 400.00 
units 200 units of labor and overhead—fimishing.....................0ccceseeeeeeeeee 561.00 1,891.00 
$17,690.00 
I fabricating de 
n process—j ang partment 
$ 1,762.00 
z In process—finishing department 
inits $ 2,177.00 
R, ili. ti of Costs 
m Costs from prior month 
$3,810.00 
Manufacturing overhead 


— 
nits $23 ,612.00 
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Inventories 
$23 ,612.00 
Solution to Problem 3 
The Baltic Corporation 
Computation of Taxable Net Income 
Year Ended December 31, 1943 
Excess of provision for pensions over payments made....................++-- 250.00 
$22,925.00 
Less: Unrealized profit on sales on approval... ... $1,500.00 
Refund of 1936 surtax on undistributed profits...................2.2000e0e-: 1,500.00 7,400.00 


Notes (1) The wording of the problem indicates that the company dealt in its own stock as it would in the stock of 
another company. The income from such transactions is taxable. 
(2) It is assumed that the alterations to the building are not improvements. 


(3) It is assumed that the additional payment to the sales manager was not in violation of the Salary 
Stabilization Act. 
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ASSOCIATION REPORTS 


ANNUAL MEETING 


The meeting in Chicago on September 8 and 9 came too late to be covered in this 
issue. A full report will appear in the January Number. 


REPRESENTATIVE COLLEGE PROGRAMS 
(Continued from July) 


ING REviEw (October, 1943, January 

and July, 1944). representative educa- 
tional programs of accounting majors have 
been printed for sixty colleges in the 
United States and for two in Canada. It 
is the purpose of this and a later report to 
analyze the data thus collected. 

The first analysis, appearing in this is- 
sue, will deal with the quantitative aspects 
of the programs. This will classify the 
courses according to the usual departments 
of instruction and thus indicate the fields 
of education which receive particular at- 
tention in most programs in the sample. A 
subsequent analysis will deal with course 
names in order to derive further indica- 
tions of the educational pattern of college 
students who major in accounting. 

These analyses will perhaps be less use- 
ful to college administrators and teachers 
than to those who employ college gradu- 
ates. People in the former group neces- 
sarily give a good deal of attention to 
formulating and enforcing rules that es- 
tablish graduating requirements, distin- 
guish between 2, 3, 4, and 5-hour courses, 
restrict the number of elective courses, pre- 
vent overspecialization, and push students 
into courses that are considered good for 
them. These elements are not under ex- 
amination here. 

But public accountants and others who 
give employment to college graduates 
with a major in accounting may find these 
representative programs more helpful. 
They are individual programs, each repre- 
senting the work of an actual student who 
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was graduated from the school named. 
They can be studied individually as one 
deals in the office with one man at a time; 
or they can be studied in the mass, so to 
speak, through the analytical tables, as if 
one were thinking of a group of sixty ap- 
plicants for employment. 

It is not easy for a layman to find his 
way understandingly through the details 
of a “transcript of record” from a college 
registrar’s office and emerge with a clear 
conception of the content of the student’s 
education. It is even more difficult to con- 
sult a college catalogue and figure out a 
program that might represent the educa- 
tional content of an accounting student’s 
four years in that college. Not only are 
there considerabie variations among 
schools as to the number and kind of re- 
quired and elective courses, but within a 
given school a good deal of flexibility as to 
specific courses is provided, even though a 
specified framework encloses the whole. 

In order to cut through confusing de- 
tails of possible variations, a single pro- 
gram is reported for each school. The pro- 
grams of other accounting majors in the 
same school would be different in some 
particulars but not in many. Each example 
is a representative program in that it ex- 
presses a sequence of courses and a choice 
of electives that may be considered char- 
acteristic of the school. Each program is 
real. An actual student took the work as 
outlined and was graduated with a bache- 
lor’s degree in accountancy in either 1941 
or 1942. No attempt has been made to 
have the programs express an “average” 
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or an ideal, or together to represent a 
random sample. 

In order to bring out some of the quan- 
titative aspects of the 60 programs, the 12 
that are expressed in quarters have been 
converted into semester equivalents. The 
numbers of courses taken have been ar- 
ranged in frequency distribution. 


TABLE I 
Torat Courses ONE ProcRAM 
Number of courses Number of programs 

33 or lower 5 
34-36 5 
37-39 11 
40-42 16 
43-45 13 
46-48 4 

49 or more 6 


The largest group of programs in Table 
I (27 per cent of the total) includes 40 to 
42 courses. The three highest groups, 37 
to 45 courses, cover 67 per cent of the 
total sample. Almost one-half of the pro- 
grams show 40 to 45 courses. Where the 
programs in the sample show the smallest 
number of courses it is generally due to the 
use of the quarter system and courses that 
meet four or five times a week. At the 
other extreme a large number of courses in 
one program is partly due to the frequent 
use of courses that meet two hours per 
week and partly to extra courses elected 
by the student beyond the graduating re- 
quirements. All the programs with 50 or 
more courses are from schools in large 
cities. 

The first subgrouping of courses to be 
reported here is that which puts account- 
ancy, economics, business administration, 
and business law into a total which may 
be called commerce courses. This classifica- 
tion does not undertake to separate busi- 
ness economics and social economics; and 
it leaves business mathematics and busi- 
ness letters to be counted as non-business 
courses. For the statistical picture this is 
the best procedure; the qualitative dis- 
tinctions will be given in a later analysis. 
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TABLE II 
Commerce CourRSES 
Number of courses Number of programs 
13-15 3 
16-18 3 
19-21 9 
22-24 19 
25--27 11 
28-30 7 
31-33 4 
34 or more 4 


The area of concentration in Table II is 
well-defined: 19 of 60 programs show 22 
to 24 courses in commerce as here classi- 
fied; 30 programs, or one half of the sam- 
ple, show 22 to 27 courses. 


TABLE III 
PERCENTAGE OF COMMERCE TO TOTAL COURSES 
Percentage Number of programs 
below 50 
50-52 7 
53-55 5 
56-58 7 
59-61 12 
62-64 7 
65-67 2 
68-70 7 
71 or more 6 


In Table IIT some concentration appears 
at 59 to 61 per cent, with one-fifth of the 
programs located in that interval. The 
rest of the distribution is noticeably even. 
Nearly half of the sample lies in the three 
groups, 56 to 64 per cent. At the extremes 
the two lowest show 33 and 37 per cent in 
commerce courses. These programs are 
from schools where commerce courses do 
not receive much emphasis until the fifth 
or postgraduate year, data for which were 
not assembled. The highest shows 75 per 
cent in commerce courses, and the next is 
72 per cent; in these cases the programs 
contain little or no literature, science, or 
foreign language. 


TABLE IV 
Accountancy Pius Economics CourRsES 
Number of courses Number of programs 
below 13 2 
13-15 6 
16-18 15 
19-21 16 
22-24 11 
25-27 8 
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Here 16 of the 60 programs show 19 to 
21 courses. The two largest groups (31 
programs, or about one-half of the sample) 
show from 16 to 21 courses. Two programs 
went as low as 10 courses and two showed 
31 and 33 courses in accountancy plus eco- 
nomics. The two high programs included 
a number of courses beyond graduating re- 
quirements; such electives normally would 
emphasize the subjects of the major. 


TABLE V 


PERCENTAGE OF ACCOUNTANCY Pius ECONOMICS 
To ToTAL COURSES 


Percentage Number of programs 
below 35 

35-40 6 

41-46 20 

47-52 18 

53-58 7 

59-64 6 
65 or more 1 


A strong concentration just below 50 
per cent is evident in Table V; 38 of the 
programs fall within a range of 12 per cent, 
between 41 and 53. Some cases go as low 
as 24 and 32 per cent, and one case as 
high as 71 per cent. 


TABLE VI 
AccouNTANCY COURSES 


Number of courses Number of programs 
below 5 2 
5- 6 3 
7- 8 9 
9-10 18 
11-12 12 
13-14 10 
15-16 3 
17-18 2 
19 or more 1 


Exactly 30 programs, one-half of the 
sample, show 9 to 12 courses in account- 
ancy; 40 programs of the 60 include 9 to 
14 courses. One, a program with excess 
electives, has 21 courses in accountancy; 
two programs have 2 and 4 courses in ac- 
countancy; these were taken in schools 
where emphasis on accounting courses is 
deferred until the year of the master’s de- 
gree. 

The concentration is in the group 22 to 
25 per cent; nearly one-half of the sample 
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TABLE VII 
PERCENTAGE OF ACCOUNTANCY TO ToTAL COURSES 

Percentage Number of programs 
below 14 3 
14-17 5 
18-21 6 
22-25 18 
26-29 10 
30-33 13 
34-37 3 
38 or more 2 


falls between 22 and 29 per cent. Three 
programs from schools which place much 
of the accounting in the graduate year fall 
below 14 per cent; one program goes as 
high as 40 per cent, there being no courses 
in literature, science, or foreign language 
in this case. 


TABLE VIII 
Economics COURSES 
Number Number a, programs 

7-8 21 

9-10 16 

11-12 9 
13-14 3 
15-16 3 

17 or more 1 


The largest group is that for 7 to 8 
courses, with 21 programs; next come 16 
programs with 9 to 10 courses. More than 
one-half of the sample, therefore, took 7 
to 10 courses in economics. Two programs 
have 5 courses and five have 6 courses. 
Only one program is exceptionally high; 
that one has 21 economics courses—prob- 
ably because it included a large number of 
courses meeeting 2 hours a week, as well 
as more courses than graduating require- 
ments specified. 

TABLE IX 
PERCENTAGE OF Economics TO ToTaL CouRSES 


On a percentage basis, 28 programs of 
the 60 show 21 to 26 per cent of the courses 
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taken to have been in economics, with a 
concentration at 21-23 per cent. 


TABLE X 
Non-CoMMERCE COURSES 


Number of courses Number prs 


below 10 
9 

11 

16-18 19 

7 

8 

2 

28 or more 2 


One-half of the programs in Table X 
show non-commerce in the groups from 
13 to 18, with 19 of the 60 in the group 
with 16 to 18 courses. 


TABLE XI 


PERCENTAGE OF: Non-CoMMERCE TO ToTaL COURSES 
Percentage Number of programs 
below 30 

30-35 11 
36-41 19 
42-47 12 
48-53 9 
54 or more 4 


A concentration of 19 of the 60 programs 
falls in the group 36 to 41 per cent. More 
than one-half of the programs show 36 to 
47 per cent of non-commerce total. 

A brief summary of the central facts 
shown by the analytical tables up to this 
point may be in order. 


TABLE XII 
DiIsTRIBUTION OF COURSES 
Accountacy (from Table 7).................. 24% 
Economics (from Table 9)................... 22% 
Other Commerce (Table 3 less 5)............. 15% 
Total Commerce (Table 3).............. 61% 
Non-Commerce (Table 11).................. 39% 
Total.in: typical program... 100% 


The items in the tables which have been 
called “points of concentration” in the 
accompanying text indicate a rough con- 
sensus from a considerable number of 
separate programs. When these points of 
concentration are sharpened still further 
the generalized picture of Table XII 
emerges. 
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DEPARTMENTS OMITTED 
All the usual departments represented........... 14 
One department omitted...................... 21 
Two departments omitted. .................... 
Three departments omitted.................... 2 


Analysis of the 60 programs shows that 
14 include courses from all departments 
usually found in the programs of account- 
ing majors. There were no programs which 
did not have courses in accountancy, eco- 
nomics, and rhetoric; 4 programs had no 
courses in business administration; 3 pro- 
grams had no courses in business law. 

Most of the omissions, made no doubt 
to allow space for additional commerce 
courses, were non-commerce departments. 
The most prominent omission was foreign 
language, which was not present in 29 of 
60 programs, English literature was the 
next largest omission, in 22 of 60 programs. 

Science did not appear in 10 programs; 
mathematics did not appear in 4 cases. 
Social science courses were omitted in only 
two cases. In 21 cases only one department 
was not represented and of these, 14 were 
either foreign language or English litera- 
ture. In 23 other cases two department 
were not represented; of these 11 were 
language and literature; the others were 
scattered among various pairs of depart- 
ments, usually in single programs. In two 
cases neither language, literature, nor 
science was represented. 

Analysis of the number of non-com- 
merce courses follows. 

TABLE XIII 
RHETORIC AND SPEECH COURSES 
Number of courses Number pene 
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13 
12 
17 
8 
7 
0 
1 


Table XIII covers courses in freshman 
composition, business letters, and public 
speaking. Usually two courses in one pro- 
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TABLE XIV 
ENGutsH LITERATURE COURSES 


Number He courses Number of programs 
1 8 
2 22 
3 4 
4 2 
5 1 
6 0 
7 1 


gram would include only composition; 
three courses might include in addition 
either business letters or speech; where 
four courses appear, as in 17 out of 60 
programs, both of the latter usually ac- 
company composition. Where only one 
course is reported, it represents two quar- 
ters; a proficiency examination (without 
credit) probably accounted for the first 
quarter course. Graduating requirements 
universally prescribe a minimum of one 
year of rhetoric. 

English literature is usually omitted. or 
taken to the extent of only two courses. 
Part of the omissions in Table XIV may 
be explained by the fact that some literature 
in a few cases is combined with rhetoric 
courses. Graduating requirements usually 
prescribe two courses, if any, in literature. 
A similar requirement for foreign language 
—often extended to a requirement of four 
courses—explains the concentrations at 2 
and 4 in Table XV. A large number, prac- 
tically one-half, of the programs include no 
foreign language courses. 

The strongest concentration, 24 out. of 
60 programs, in Table XVI shows 5. to 6 
courses in the social sciences. The: small 
number of programs with more than 6 


TABLE XV 
ForEIGN LANGUAGE COURSES 


Number of courses Number of programs 


1 
12 
1 


13 
2 
1 
1 


©, 
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TABLE XVI 
Soctat ScrENcE COURSES 
courses Number 
1- 2 6 
34 16 
5- 6 24 
7-8 
9-10 2 
11 1 
TABLE XVII 
Scrence CourRsESs 
Number courses Number 
1 9 
2 23 
3 5 
4 9 
5 1 
6 or more 3 
TABLE XVIII 
Maruematics Courses 
Number of courses Number 
1 9 
2 29 
3 12 
4 5 
5 1 


courses suggests that electives beyond 
graduating requirements are seldom 
chosen in this field. A similar observation 
is appropriate for the other tables dealing 
with non-commerce subjects. Only a few 
courses in science or mathematics are re- 
quired by graduation rules; therefore the 
programs in the sample seldom show more 
than two courses in either of these depart- 
ments. 

In the 60 programs there is a scattering 
of miscellaneous courses that cannot be 
classified into any of the tables so far 
given. The variety of subject matter is in- 
dicated by these titles: orientation, short- 
hand, typing, music, fine arts, law, re- 
ligion. In a few programs, four or more 
courses in religion appear. Usually the 
miscellaneous courses do not exceed one 
or two; only seventeen programs have any 
miscellaneous courses. 

Some analysis of subjects by years is 
presented in the following tables. 
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TABLE XIX 
ACCOUNTANCY BY YEARS 
Number of Number of programs 
courses Fresh. Soph. Jun. en 
0 38 4 1 1 
1 5 3 2 0 
2 15 45 22 4 
3 0 4 11 11 
4 2 3 17 12 
5 _ 0 4 12 
6 _ 1 3 6 
8 — 6 
TABLE XX 
Economics BY YEARS 
Number of Number of programs 
courses Fresh. Soph. Jun. Sen. 
0 23 4 0 4 
1 16 8 2 7 
2 14 36 16 16 
3 3 4 17 17 
4 4 + 17 8 
5 _ 4 6 3 
6 — _ 1 5 
8 _ 0 
TABLE XXI 
LOWER AND Upper Drvision By YEARS 
Number of programs 
Number of Fresh.-Soph. Jun.-Sen. 
courses Accy. Econ Accy. Econ. 
0 4 1 0 0 
1 1 0 0 0 
2 30 25 2 1 
3 7 16 0 6 
4 13 6 3 6 
5 0 3 6 12 
6 3 6 8 14 
7 1 0 8 8 
8 1 3 7 5 
9 8 4 
10 10 3 
11 — _ 2 0 
12 _ _ 3 0 
13 3 0 
14 _ 0 


By examining the points of concentra- 
tion in Table XIX it will be seen that more 
than one-half of the sample (38 of 60) had 
no accountancy courses in the freshman 
year. One-fourth of the sample had two 
courses. In the sophomore year 45 of 60 
programs had two courses in accountancy. 
In the junior year 50 of 60 programs had 
2, 3, or 4 courses. In the senior year 35 of 


The Accounting Review 


60 had 3, 4, or 5 courses, and 20 of 60 had 
6, 7, or 8 courses, indicating for one-third 
of the programs a relatively high degree of 
specialization in the senior year. 

From Table XX it is evident that fewer 
programs are entirely lacking in freshman 
economics (23 of 60) than in freshman ac- 
countancy. One-half (30 to 60) of the sample 
showed 1 or 2 courses in this subject and a 
few as many as five. The junior year shows 
less uniformity among the programs (no 
single point of concentration) than is the 
case for the first two years; this is indicated 
by the fact that 50 of 60 programs are 
evenly distributed among programs with 
2, 3, or 4 courses in economics. Somewhat 
the same pattern is repeated in the senior 
year, except that fewer programs have 4 
courses in the subject. 

Table XXI uses the same facts as the 
two previous tables, but arranges the data 
for a view of the programs in two-year 
blocks: freshman-sophomore (lower divi- 
sion) and junior-senior (upper division). 
The increased emphasis on accountancy in 
the upper division is clearly evident. 
Whereas 50 of 60 programs for the lower 
division show 2, 3, or 4 courses in account- 
ancy in the first two years, in the last two 
years 33 of 60 have 8 to 13 courses. In some 
cases the large number of courses no doubt 
was due, partly at least, to the practice of 
electing accounting above minimum grad- 
uating requirements. 

As to economics, 41 of 60 programs 
showed 2 or 3 courses in the lower division; 
in the upper division 46 had 5 to 10 
courses, and one had 16. There is evidence 
here also of some tendency toward spe- 
cialization, but it is not so intense as that 
of accountancy in the upper division. 

Table XXII shows that administration 
and law are usually upper division courses; 
only 15 programs in the freshman year and 
22 in the sophomore year had any of these 
courses. There were 31 of 60 programs 
that had no administration or law in the 
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TABLE XXII 


ADMINISTRATION AND BUSINESS 
Law By YEARS 


Number of Number of programs 

courses Fresh. Soph. Jun. Sen. 
0 45 38 2 16 
1 12 8 8 17 
2 2 11 27 15 
3 0 1 16 8 
4 1 1 6 
5 _ 1 0 1 


lower division years. Most programs had 
more than 3 courses of this kind; however, 
5 had only 3 courses, 5 had only 2 courses, 
and 1 had no courses of this type. 

The large number of programs in the last 
three years of Table XXIII without a 
course in composition, business letters, or 


TABLE XXIII 
RHETORIC AND SPEECH BY YEARS 


Number of Number of programs 
courses Jun. 


13 
15 
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speech indicates that these are usually 
freshman courses. This applies particularly 
to programs that have only composition. 
Business letters and speech are usually 
sophomore courses. Of the 60 programs, 34 
show no courses of this group in the upper 
division. 

Table XXIV indicates that social 
science courses come for the most part in 


TABLE XXIV 
Socrat ScreNcE By YEARS 
Number of Number of programs 

courses Fresh. Soph. Jun. Sen. 
0 15 14 34 35 
1 7 6 13 13 
2 30 25 9 8 
3 5 5 2 3 
4 2 9 1 1 
5 0 1 0 _ 
6 1 — 1 _ 


the lower division. In addition to the evi- 
dence in the table, there are 23 of 60 pro- 
grams that have no social science in the 
upper division. 


Registration in literature and language 
is so light that another table is not needed 
here. If English literature is in the pro- 
gram it usually comes in the sophomore 
year (28 of 60), most often for two courses; 
it appears in 7 freshman programs, in 9 
junior programs, and in 11 senior pro- 
grams. When foreign language is taken it 
is usually two courses in the freshman 
year (24 of 60) or sophomore year (19 of 
60). Only 9 programs show 1 or 2 language 
courses in the upper division. 

Much the same can be said for science 
and mathematics. It is usual for the fresh- 
man year to contain 2 courses in science 
and 1 or 2 in mathematics. In the upper 
division only a few programs have courses 
of this type; these that do report only one 
course. 

From the several tables already de- 
veloped it is possible to select key figures 
representing points of concentration and 
organize them into a typical program. 


TABLE XXV 
NuMBER oF COURSES IN A HYPOTHETICAL 
TyYpIcaL PROGRAM 
Fresh. Soph. Jun. Sen. Total 

Accountacy........ _ 2 3 4 9 
Economics......... 1 2 3 3 9 

Administration and 
Commerce... .. 21 
Rhet. and Speech 2 2 - —- 4 
Social Science. ..... 2 1 1 6 
Literature......... 2 — 2 
Mathematics....... 2 2 
Non-commerce. 20 
Total Courses. . 41 


The hypothetical program outlined in 
Table XXV shows the total of 41 courses 
divided nearly equally between com- 
merce and non-commerce departments. 
Most of the time in the lower division is 
given over to non-commerce courses; in 
the upper division most of the last two 
years is devoted to commerce subjects. 
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If this latter tendency is stressed, the 
program may become, as in a few cases in 
the sample, wholly non-commerce, or 
nearly so, in the first two years. If the uni- 
versity organization provides a general 
college for the first two years, this latter 
pattern may be the one followed; or it may 
be very closely approximated by having 
only one or two courses in economics (and 
sometimes a pre-commerce course in ac- 
countancy) in the sophomore year. 
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An opposite tendency is evident in g 
few cases—a strong concentration of com. 
merce courses in the first two years. But 
this is not accompanied by any particular 
shifting of non-commerce courses into the 
upper division. The result, therefore, is 
not so much a reversal to the other extreme 
as it is a pronounced intermixing of com- 
merce and non-commerce studies from the 
beginning of the program to its end. 

A. C. LitTLETon 
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R. L. Boyp is a member of the faculty in accountancy of Western Reserve University, Cleveland. 
(p. 159) 

LAUREN F. Brusu is a member of the Accounting Faculty of Louisiana State University at Baton 
Rouge. (p. 435) 

Tuomas W. Byrnes is a member of the firm of Byrnes & Baker, New York City, and on the accounting 
faculty of Columbia University. (p. 300) 

A. B. Carson, formerly on the faculty of the University of Nebraska, is Chief Sub-Contract Auditor, 
Kaiser Cargo, Inc., in Richmond, California. (p. 306) 

RIcHARD S. CLAIRE is a member of the accounting faculty of the Harvard Graduate School of Business 
Administration. (p. 150) 

James R. CRAWFor»D is division supervisor of master scheduling in the Lockheed Aircraft Corporation, 
Los Angeles. (p. 266) 

W. Epwarps Demin is advisor on mathematics to the Bureau of the Census in Washington. (p. 254) 

RAYMOND DE ROOVER is a member of the economics faculty of Wells College in Aurora, New York. 
(pp. 68, 381) 

Cari T. Devine is a member of the faculty in business economics at Johns Hopkins University in 
Baltimore. (p. 39) 

Henry B. FERNALD is a member of the firm of Loomis, Suffern & Fernald in New York City. (p. 7) 

H. A. Finney is a member of the firm of Baumann, Finney and Company in Chicago and on the 
accounting faculty of Northwestern University. (p. 361) 

WyMann P. Fiske is a member of the accounting faculty of Massachusetts Institute of Technology, 
Boston. (p. 180) 

Joun F. Fores is a partner in the firm of John F. Forbes & Company, San Francisco. (p. 135) 

Lt. CHARLES J. GAa is an officer in the Finance Department of the U. S. Army, now engaged in con- 
tract termination work. (p. 270) 

Puitip GALITZER is an attorney and a certified public accountant in the firm of Galitzer and Galitzer, 
and a member of the faculty of the College of the City of New York. (p. 430) 

Wi11aM H, GarBaDE is auditing manager of the Shell Oil Co., Inc., and President of the Institute of 
Internal Auditors. (p. 416) 

STEPHEN GILMAN is vice-president and educational director of International Accountants Society, Inc., 
Chicago. (p. 109) 

Pau Grapy is a member of the firm of Price, Waterhouse & Company in New York City and recently 
served the Navy Department in its Cost Inspection Division. (p. 47) 

RoBeERtT P. HACKETT is a member of the accounting faculty of the University of Illinois and Associate 
Dean of the College of Commerce. (p. 294) 

J. F. HALTERMAN is regional accountant in the San Francisco Office of Price Administration. (p. 279) 

Henry Ranp HarFIELD is a member of the accounting faculty of the University of California in 
Berkeley. (p. 66) 
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Page § Henny E. MENoEs is a partner in the firm of Touche, Niven &Co., New York City, and chairman 
of the board of examiners of the American Institute of Accountants. (p. 139) 
C. C. MEREDITH is on the staff of the National Labor Bureau in San Francisco. (p. 290) 
42) § Hersert E. MILter is a member of the accounting faculty of the University of Minnesota in Minne- eee 
139 apolis. (p. 248) 
243 | Joun N. Mver is a member of the accounting faculty of the College of the City of New York. (p. 31) 
Oscar S. NELSON is a member of the accounting faculty of the Wharton School of Finance and Com- 
merce in Philadelphia. (p. 422) 
Wriuram A. Paron is head of the accounting department in the School of Business of the University 
7) of Michigan in Ann Arbor. (p. 11) : 
Donatp P. Perry is a partner in the firm of Lybrand, Ross Bros. & Montgomery, Boston. (p. 164) 
D. 208 A. L. Prickett is Dean of the School of Business of Indiana University, Bloomington. (p. 169) 
P. an Wr B. Rice is director of statistics and reports for Plomb Tool Company, Los Angeles. (p. 260) - 
i 1) ) E. A. Satrers is head of the accounting department of Louisiana State University at Baton Rouge. 
(p. 377) 
ntract § Hea T. Scovitt is head of the department of business organization and operation at the University 
rgh, i of Illinois and Acting Dean of the College of Commerce. (p. 20) 
—_ LAWRENCE W. SHERRITT is a member of the accounting faculty of the College of the City of New 
York. (p. 310) 
K. Y. Smpa yz is controller of the Procter and Gamble Company in Cincinnati. (p. 76) 
Baton Vicror H. Srempr is a partner in the firm of Touche, Niven & Co., New York City, and President of 
the American Institute of Accountants. (p. 117) 
wail R. Emmerr Tayior is a member of the accounting faculty of the University of Cincinnati. (p. 69) 
8 L. L. Tomas is now serving in England with the 215th Finance Section. (p. 439) 
ditor Sam D. THURMAN, JR., is a member of the law faculty of Stanford University, California. (p. 283) 
’ LAWRENCE L. VANCE is a member of the accounting faculty of the University of California in Berkeley. 


, (p. 231) 
= Norman E. Wester is a partner in the firm of Webster, Horne and Elsdon in New York and a 
shed member of the Board of Examiners of the American Institute. (pp. 142, 366) 
‘ Epwarp B. Wiicox is a member of the firm of Edward Gare and Company in Chicago. (p. 1) 
. 254) Bast S. YAMEY is a lieutenant in the South African Air Force, in Pretoria. (p. 407) 
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tice (Rev. ed.) 
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How to Understand Your Corpora- 
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The Impact of Federal Taxes 
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Industrial Accounting in a War Econ- 
omy (Year Book, 1942) 

Inter-American Affairs, 1942 

Internal Auditing—A New Manage- 
ment Technique 

Managerial Control Through Internal 
Auditing 

Mathematics of Business and Finance 


The Port of New York Authority 

The Position of the Public Accountant 
in Relation to Business and Govern- 
ment in Great Britain 

Quantitative Trade Controls; Their 
Causes and Nature 

Recent and Prospective Developments 
in Accounting Theory 

Square Pegs in Square Holes 

Standard Practice in Municipal Ac- 
counting and Financial Procedure 
(Acctg. Pub. No. 10) 

Standardized Accountancy in Ger- 
many 

State Accounting Procedures 

Statistical Adjustment of Data 

Surplus and Dividends 

Taxing to Prevent Inflation 


Trade Relations Between Free-Market 
and Controlled Economies 

War Without Inflation 

Ways to Teach Bookkeeping and Ac- 
counting 


The Accounting Review 


Author 
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Two Great Handbooks 
ACCOUNTANTS' HANDBOOK 


Edited by William Andrew Paton, C.P.A., Professor 
of Accounting, University of Michigan 
HE new improved, completely revised THIRD EDITION 
of this book represents the perfecting of a work which 
for twenty years has been a standard authority, On the 
entire range of commercial and financial accounting, it 
reflects all marked changes, shifts in emphasis, new 
influences and the ways these have found expres- 
sion in current usage. Here are provided con- 


'COST 


Accountants’ 
HANDBOOK 


cise, reliable, conclusive answers, not only to 
accounting aspects of specific problems, 


but to pertinent considerations of law, 


finance, and business management. Edited by 
ro 


pared and brought into focus 


New York University 


while questions of correct 
E® every man who works with 
costs this book is an unequaled 

fund of technical information on the whole 
range of cost accounting in manufacturing, 
organized for ready use. Never before has there 
been any Handbook like this. It gives you the 
working details of successful application which 
cost men value and want to get. In its 25 sections are 


principle or method in 
definite situations are 
settled. The volume 

offers maximum 


help in mini- 


mum time. basic plans of operation and practice of well man- 
ons aged companies; control problems and their solution; 
gre weed you'll Aad variations in technique for particular requirements; dif- 
ANTS’ HAND. fering practice in dealing with controversial matters; 


tested procedures and records for accumulating, analyzing, 
and distributing data—all those multitudinous details it is 
so essential to have in cost work today. 


1,505 pp. 
$7.50 


“. .. ought to be in the reference library of not only the cost account- 
ant but everyone who is brought into contact with cost data.”—Journal 


of Accountancy 
1,482 pp. $7.50 


THE RONALD PRESS COMPANY 


15 East 26th Street New York 10, N.Y. 
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Completely Revised and Up to the Minute 
New 1944-1945 


PRENTICE-HALL 
FEDERAL TAX COURSE 
A Clear, Consise Explanation of 
Federal Taxation, Covering: 
© New Individual Income Taxes under Pay- 


As-You-Go 
© Corporation Income Taxes 
@ Partnership Income Taxes 
© Taxes on Estates and Trusts 
@ Excess Profits Taxes 
© Capital Stock Tax 
© Excise Taxes 
© Social Security Taxes 
© Taxes on Aliens and Foreign Corporations 


Contains Everything You Need 
for an Effective Course in 
Federal Taxation 


ADOPTED BY OVER 300 LEADING INSTITUTIONS 


Tax Course one or more times. 


College of the City of N. Y. Columbia University New York University 
University of Alabama University of Minnesota University of Pennsylvania 
Johns Hopkins University University of California Notre Dame University 
Brooklyn Law School University of Chicago University of Syracuse 
University of Texas Cornell University Fordham University 

Ohio State University Dartmouth College Indiana University 


Oklahoma A & M College Pennsylvania State College Texas A & M College 


—And Many, Many Others! 


| 
INC. * NEW YORK 


Over 500 Practical Problems 


A series of progressively organ- 
ized problems, many of which are 
taken from actual cases, give the 
student thorough training in every 
important phase of current tax prac- 
tice. Covering the entire course 
systematically, these problems are 
classified in the following groups: 


@ Fundamental Problems for Class Use 
© Supplemental Problems for Home Work 


@ Star Problems for Developing Student's Skill 
in Preparing Tax Returns 
© Cumulative Problems for Review 


FREE TEACHERS MANUAL 


The valuable Instructor’s Manual, 
supplied at no additional cost to 
those who adopt the P-H TAX 
COURSE, is designed to make your 
teaching more effective. It contains 
these attractive features: 

@ Plans for a complete course, including lecture 
dates, assignments, and class problems 

® Solutions to all problems in the Course 

Tested teaching suggestions, and 
interpretations of knotty points 

@ Specimen returns 


Address: 70 Fifth Avenue 
PRENTICE-HALL, INC. NEW YORK 


A\teaver in the field for many yeazs, 
the P-H FEDERAL TAX COURSE has 
been adopted by more than 9 out of 10 insti- 
tutions in America offering courses in Federal 
Taxation. 


INSTRUCTORS prefer the P-H TAX COURSE 
because they can rely on it to furnish the 
most thorough and most authoritative tax in- 
formation available anywhere. They know it is 

prepared by the same staff of tax experts respon- 
sible for the famous P-H Loog-leaf Tax Services 
used by some 50,000 leading business organiza- 
tions, lawyers, accountants, and the U. S. Bureau 
of Internal Revenue. 


The New 1944-1945 Edition, just off the press, presents a 
clear explanation of all important pod art of fed- 
eral tax laws now in effect, using many illustrative 
examples to clarify knotty points. The course goes 
into the various tax simplification features of the 
New Individual Income Tax Law of 1944—income 
taxes on corporations, partnerships, trusts and estates 
—social security—capital stack tax—excess profits 
taxes—excise taxes and other federal taxes. 


Price $5.00 College List 


A booklet containing Income Tax and sone Profits 
Regulations is available at $1.25 List. 


Note how Course is conveniently tabbed and 
indexed for quick reference. 


Send for Your Examination Copy 


We ahall be glad to send you the new P-H TAX 
eS on 3 months’ approval. Write for it 
TODAY. 


New York II, N. Y. 


Backed by Over a Quarter Century of Tax Experience i 
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COACHING COURSE 


worthy of your recommendation 


LA.S. offers to qualified ac- 
countants a C.P.A. Coaching 


Course which has produced 


outstanding results. The en- 
rollment fee is $42. For full 


particulars address a letter to: 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 


A Correspondence School Since 1903 


3411 SOUTH MICHIGAN AVENUE, CHICAGO 16, ILLINOIS 
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For the Beginning College Student — 
Perry Mason's 


FUNDAMENTALS OF ACCOUNTING 


. stresses today’s business problems and techniques—income taxes, sales taxes, pay- 
roll taxes, modern business procedures, machine accounting. Many business forms are 
reproduced. 


. emphasizes accounting theory and its logical development. 


. . . points up importance of cost accounting through early separation of production 
operations and costs from selling activities, followed later by an elementary treatment 
of cost accounting. 


. considers the vocational and professional possibilities of accounting and its rela- 
tion to the social sciences. 


. includes abundant graded problems and questions designed to test for compre- 
hension and application rather than memorization. Two practical practice sets, working 
papers, and a teacher's key ate available. 


. . . published in two editions—Edition A, with text and problems bound together, 
735 pages, $4.25, and Edition B, with text and problems bound separately, $4.50. 


Representative Adoptions— 

University of Kansas—University of California—Dartmouth College—University of Dela- 
ware—Westminster College—Stanford University—University of Nevada—University of 
Michigan (Extension Division}—University of Hawaii—Cornell Univeristy—Georgetown Univer- 
sity—State University of lowa—Occidental College—Camegie Institute of Technology 
—Oberlin College—Pomona College—Knox College—University of Chicago—Washburn 
Municipal University—Elizabethtown College—University of Rochester (ESMWT}—Eureka 
College. 


Send for Examination Copies 


THE FOUN DATION PRESS, Inc. 


222 West Adams Street Chicago 6, Illinois 
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UNUSUAL TEXTS on ACCOUNTING 
Plus Training Problems 


ACCOUNTING SYSTEMS, THEIR DESIGN AND INSTALLATION— 
by W. P. Thompson, C.P.A, 


AUDITING PROCEDURE— by LaSalle Staff 
COST ACCOUNTING PROCEDURE— by LaSalle Staff 
PRINCIPLES OF ACCOUNTING PRACTICE— by D. C. Eggleston, C.P.A, 
BUSINESS LAW— by Samuel D. Hirschl, J.D, 


CORPORATE ORGANIZATION AND MANAGEMENT— by Maurice H. Robinson, Ph.D, 
MANUAL OF FEDERAL INCOME TAX PROCEDURE 
BOOKKEEPING PRACTICE— by LaSalle Staff 
PRACTICAL ACCOUNTING— by LaSalle Staff 
ADVANCED C.P.A. TRAINING—Lessons and Problems 


Smaller Treatises on Special Subjects 


MANAGEMENT CONTROL THROUGH INTERNAL AUDITING— 
by Victor Z. Brink, Ph.D., C.P.A. 
TREATISE ON BANKRUPTCY FOR ACCOUNTANTS—by Charles S. Banks, C.P.A., LL.B. 
SOCIAL SECURITY LEGISLATION AND ADMINISTRATION— by LaSalle Staff 
ROBINSON-PATMAN ACT AND ITS ADMINISTRATION— 
by Gilbert H. Montague, A.M., LL.B. and others 


Prepared by accounting leaders for individual so that the student gains experience in apply- 
study (therefore particularly clear and prac- ing principles to actual accounting situations. 
tical) these texts have been used in resident The instructor thus has organized, graded 
classes in many outstanding colleges and uni- problem material for every step of the course, 


versities. A series of training problems and leaving him more time for constructive lec- 
practical solutions is available to the instruc- 


tor for each major text. 


These problems are closely coordinated with For fuller information, prices and inspection 
the text in content and in comprehensiveness copies, write 


Book Department 


LASALLE Extension University 


A Correspondence Institution 
417 S. Dearborn Chicago 5, Illinois 


Voted by America’s Accounting Instructors 


NG the Most Teachable Text in the Field 


PRINCIPLES ACCOUNTING: 
INTRODUCTORY 


CPA. = 
lle Staff B 
le Staff 
hl, J.D, “4 H. A. FINNEY, C.P.A. 
le Staff : 
le Staff 22 Large Printings fe 
130,000 Copies 
CPA Includes Everything Necessary 
ee for a Well-Balanced Course in [i 
INTRODUCTORY ACCOUNTING 
others 
apply- 
stions. Adoptions 
ourse, 
e lec- Some of the More than 300 Colleges and 
Universities which have adopted Finney's INTRODUCTORY 
seliicis One or More Times 
Pennsylvania State College University of Kansas City 
University of Detroit Hunter College : 
University of Oklahoma Notre Dame di 
DePaul University Ohio University . 
Georgetown University University of Utah * 
[ Indiana University, Extension Bucknell University 
y University of Kentucky Butler University 
Rutgers University University of Arkansas 
University of Tennessee University of Connecticut 
nois Temple University Johns Hopkins University 
University of North Carolina — And Many Others 


+ PRENTICE-HALL, INC.- NEW YORK, N.Y. 
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Professor of Accounting, Northwestern 
University; Member of the Firm of Bau- 
mann, Finney & Co., Certified Public 
Accountants; Former Editor of Student’s 
Department, Journal of Accountancy; 
Author of Principles of Accounting; 
Editor of the Prenticé-Hall Co-ordinated 
Accounting Series. 


CHAPTER HEADINGS 


Accounts with Assets, Liabilities, and 
Net Worth; Accounts Showing Changes 
in Surplus — Journalizing and Posting 
Working Papers — Closing the Books 
Merchandising Activities 
Merchandise Accounts 
Promissory Notes 
Special Books of Original Entry — Re- 
turns and Allowances 
Freight —- Cash Discount — Classifica- 
tion of Expenses * Bills of Exchange 
Adjustment at the End of the Period — 
Accrued and Deferred Expense and 
Income 
Reserves for Bad Debts and Depreciation 
— Classification of Accounts 
Controlling Accounts 
Special Columns in the Cash Book — 
Notes Receivable nd Notes Pay- 
able Registers and Controlling 
Accounts 
Special Books and Special Columns — 
Departmental Operations 
The Voucher System 
Forms of Business Organization — the 
Individual Proprietorship 
The Partnership * The Corporation 
Manufacturing Accounts 
Numerical Chart of Accounts — Expense 
Controls * Cash 
Receivables and Payables 
Inventories — Fire Loss — Alternative 
Method of Recording Deferred Ex- 
pense and Income 
Manufacturing Cost Controls 
Fixed Assets 
Bonds, Sinking Funds, and Sinking Fund 
Reserves * Consignments 
Factory Ledger — Private Ledger — 
Analysis of Statements 
Appendix — Assignment Material — 
Index 
6x9 Inches 
$4.00 College List 
Available with or without Progress Tests 
(Practice Set Forms: $2.50 College List) 


Each year, for nearly a quarter of a century, the 
popularity of this practical text has increased » 
more than 300 colleges and universities have adopted 
it to give their students the benefit of its unequalled 
training. 


A New, Improved Teaching 
Approach 


Unlike old-style accounting texts, Finney’s Introdue- 
tory starts right in with a study of corporation ae. 
counting instead of individual proprietorship. This 
modern treatment avoids confusion over net worth 
and assets and makes possible a clearer understanding 
of accounting principles. 


The early chapters of the book give the student a con- 
cise, vivid picture of the complete accounting cycle, 
including journalizing, posting, trial balance, state- 
ments, and closing of books. This is followed by a 
study of merchandise accounts, commercial paper, 
controlling accounts, voucher systems, manufacturing 
accounts, sinking funds, consignments, statements, 
special ledgers, and other important topics to give the 
student a good working knowledge of the funda- 
mentals of accounting. Note the chapter headings in 
the left-hand column. 


_But perhaps the most valuable feature of the text 


is that everything is made unmistakably clear for the 
student by the extensive illustrations of books, ac. 
counts, working papers, and statements which supple. 
ment the lucid explanations of basic principles and 
procedures. 


Valuable Teaching Aids 


* 200 pages of questions and practice work inte- 
grated with the text. 

* Additional problem material available on detach- 
able sheets in “Progress Tests” edition, at no 
extra cost. 

* Special Practice Set forms designed to save stu- 
dent’s time in mechanical tasks 

* Answer Book, available FREE to teachers adopt- 
ing text, contains books of original entry, 
ledgers and working papers, as well as final 
statements. 


To appreciate the many attractive features of 
Finney’s INTRODUCTORY, you must see this 
famous text for yourself. Send for your copy 
TODAY. 
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This book was expressly designed for short, in- 
tensive accounting courses for students who do 
not desire to become professional accountants. It 
strikes a happy medium between sketchy survey 
courses and complete basic courses requiring two 
or more years. The text is suitable for use in a 
two-semester course. 


The book covers the fundamentals of account- 
ing with all the clarity and thoroughness which 
is characteristic of every Finney text. Numer- 
ous carefully worked out illustrative examples 
are introduced to show the practical application 
of modern accounting procedures. Moreover, 
the arrangement of the text is amazingly flex- 
ible. The more advanced chapters on subjects 


The FIRST edition of Bell’s AUDITING, pub- 
lished in 1924, went through 19 printings. And 
now the revised edition, with its many improve- 
ments, brings the most authoritative and up-to- 
date presentation of auditing available in any 
text. The treatment of every topic, from the pre- 
liminary preparation right up to the final report, 
is in accordance with the most recent advances 
in modern accounting practice. 


The book discusses all the important factors 
that must be considered in developing a work- 


} 


Since its original publication, this famous Case 
has been adopted by nearly 100 leading institu- 
tions for their courses in Auditing. 


The revised edition, which incorporates many 
helpful suggestions arising from the experience 
of teachers using the first edition, is skillfully 
designed to enable the student to perform his 
work with a minimum of help from the instruc- 
tor. The student is supplied with all the books, 
forms and papers necessary to catry on the 
complete audit. Suggested procedures are 
worked into the material so as to permit him to 


By H. A. FINNEY, C. P. A. 


By HARVEY G. MEYER, M.A., C.P.A. 


such as auditing and cost may be taken up or 
omitted, without interrupting the continuity of 
the course. 

The wide appeal of Finney’s GENERAL AC- 
COUNTING is evidenced by the fact that it is 
used not only in courses taken by students 
of business administration and engineering, but 
also by students of pharmacy, law, and teach- 
ing. Some of the many schools that have al- 
ready adopted the book include University of 
Minnesota, Johns Hopkins University, North- 
western, Rutgers, Notre Dame.. 


College List $4.00 
Test and Question Book $2.50 College List 


By WILLIAM H. BELL, M.C.S., C.P.A., and RALPH S. JOHNS, C.P.A. 


able audit program for any line of business. 
All classes of audits are covered, including the Hi 
complete detailed audit, the balance sheet 
audit, and special examinations and investiga-| 
tions. 

Methods for establishing independent control of 
accounts, procedures for verifying receipts and 
disbursements, and suggestions for detecting ir- 
regularities and frauds are also clearly illus- 
trated and explained. 


College List $3.50 


carry on the audit with a degree of independ 
ence. The Case may be used with any tex *. 
Instructors adopting the Case will also receive agmm 
helpful Manual which contains suggestions fo 
conducting the course and a complete set of 
working papers. In addition, they also receiv 
a specially prepared Master Practice Set fo 
their own use. 


College List $4.00 
Special Combination Offer: AUDITING 
Revised, by Bell and Johns, and AUDIT 
PRACTICE CASE $6.50 List 
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CO-ORDINATED 


ACCOUNTING SERIES 
H. A. FINNEY, Editor 


There is an Outstanding P-H Text for Every 
Important Course in Your Accounting 


Program 

Principles of Accounting — Finney - 
Introductory, Revised $4.0 
Intermediate 4.0 
Advanced 4. 
Laboratory Material for “‘Introductory”’ 2.5 

Industrial Accounting — Specthrie 3. 
Workbook of Forms 1.0 

Cost Accounting, Revised — Lawrence 4.00 
Practice Set 1.25 


Cost Accounting for War Production — Lawrence 3.50 
Laboratory Material 1.50 


Cost Practice Cases — Meyer and Taylor 


Process Cost Accounting 1.25 
Job Order Cost Accounting 2.25 
Corporation and Manufacturing Accounting—Finney 4.0 
Laboratory Material 5.00 
_— General Accounting — Finney 4.00 
Tests and Questions 2.50 
Auditing, Revised — Bell and Johns 3.50 
Cases and Questions in Auditing — Gates 2.50 
Audit Practice Case, Revised — Meyer 4.00 
Government Contract Procedure and Accounting 
— P-H Staff 5.00 
Municipal and Governmental Accounting 
— Chatters and Tenner 4.50 
ost Advanced Accounting Problems and Solutions 
Ow (2 Vols.) —Kohler 6.00 
ie Retail Accounting — Lyans and Brisco 4.00 
The Analysis of Financial Statements — Guthmann 4.00 
Budget Principles and Procedure — Bartizal 2.75 
Mathematics of Accounting, Revised 
—Curtis and Cooper 4.00 


We shall be glad to send you, on 3 Months’ Approval, any 
books you may wish to consider for adoption in yout 
Accounting Courses. 


SEND FOR EXAMINATION COPIES TODAY! 
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Fifteenth Printing 
Published September, 1944 


FEDERAL TAx ACCOUNTING 


By J. F. SHeRwoop, C.P.A., and C. R. NiswoNcer, C.P.A. 


FEDERAL TAX ACCOUNTING is a 
se-leaf textbook which is kept up to date. 
The new printing contains summaries of the 
latest laws and regulations pertaining to all 
types of Federal taxes. The column at the 
right shows the table of contents. The in- 
come withholding tax is treated in the ap- 
propriate chapters. 
This book is written strictly as a textbook 
for instructional purposes. It is, therefore, 
clear and nontechnical with adequate ex- 
amples, questions, and problems. The book 
is recommended for the following purposes: 


1. For the student who expects to become 
a secretary, a bookkeeper, an accountant, a 
lawyer, or a taxpayer. 

2. For the bookkeeper whose records ate 
the source of the information needed in 
preparing all tax returns. 


3. For the private secretary who is called 
upon to prepare returns for her employer. 


4. For the lawyer and public accountant who 
prepare returns for their clients. 


5. For the taxpayer who prepares his own 


CONTENTS 
INTRODUCTION 
RETURNS FOR INDIVIDUALS 
Gross INCOME OF INDIVIDUALS 
EXEMPT INCOME OF INDIVIDUALS 
DEDUCTIONS ALLOWED INDIVIDUALS 
NET INCOME OF INDIVIDUALS 
COMPUTATION OF INDIVIDUAL TAXES 
RETURNS FOR ESTATES AND TRUSTS 
RETURNS FOR PARTNERSHIPS 
RETURNS FOR CORPORATIONS 
ACCOUNTING PROCEDURE 


THe CAPITAL STOCK AND DECLARED 
VALUE 


Excess-PROFITs TAXES 
EXxcEss-PROFITS TAXES 
THE Estate TAx 

THE Girt Tax 


MANUFACTURERS’ AND RETAILERS’ 
ExcisE TAXES 
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Nationally Used 


Two leading texts which 
provide a complete 
training in accounting 


Paton’s 
ESSENTIALS 


OF 


ACCOUNTING 


“Invaluable aid to an embryo 
accountant.” 


THE WHARTON REVIEW 


“Worthy to be set beside any- 

thing which has yet been writ- 

ten in this field.” 

THE ACCOUNTANT (LONDON) 
$5.00 


ADVANCED 
ACCOUNTING 


“There is, perhaps, no other 
accountant who equals Profes- 
sor Paton in keenness of in- 
sight, careful analysis and 
penetrating interpretation.” 
JL. OF ACCOUNTANCY 


“A stimulating, thought-pro- 

voking, and comprehensive 

treatment of accounting prin- 
ciples.” 

N.A.C.A, BULLETIN 

$5.00 


Problems and Practice Sets are available for use 
with these books. 


The Macmillan Co. 60 Fifth Ave, 11 


Accountants 


ERE is your opportunity to partici- 

pate actively in a sound, practical 

postwar program of retraining war work- 

ers and demobilized service personnel— 

through the directorship of an ASBA Con- 

FERENCE CLus in Accountancy or Federal 
Taxes in your City. 


The ASBA CONFERENCE CLUB Plan—de- 
veloped during the past eighteen years—offers 
students the combined advantages of both the 
resident-class and home-study methods PLUS 
current professional experience, practical inter- 
pretation and application . 
features. 


. . and other new 


Membership on the ASBA Advisory Faculty 
provides many practical benefits to qualified pro- 
fessional Accountants. The part-time duties do 
not interfere with the Accountant’s other activi- 
ties. Coaching material is furnished without 
charge. There are no fees or dues to pay... 
nothing to buy. 


Write for Free Booklet 
Write today for a free copy of 32-page book- 
let, Opportunity in the Field of Accountancy 
Training, which describes the ‘Training Plan of 
Tomorrow” and gives details regarding the ap- 
pointment as Director of a local ASBA Con- 
FERENCE CLUuB. There is no obligation. 


American School of 
Business Administration 


Approved as a Correspondence School 
Under the Laws of the State of New York 


Box 125 . New York 8, N.Y. 
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"an outstanding book im the field of cost accounting” 


cosT ACCOUNTING 

By Joun G. Biocxer, Professor of Accounting and Chairman of Accounting Depart- 

ment, University of Kansas. McGraw-Hill Accounting Series. 705 pages, 6 x 9. $4.00 
This immediately successful text is now generally regarded as one of the best books of its 
kind. Teachers agree that it admirably achieves its purpose: to give students a broad under- 
standing of the fundamental problems of cost control and accounting as they apply to all 
types of business units and to the important divisions of each enterprise. Special emphasis 
is given to budgetary control ; the essential relationship between budgets and cost accounting 
is clearly described ; and there is a lucid explanation of the way in which these two mana- 
gerial devices can be related to form a unified system. Two series of practice sets, and solu- 
tions to problems, are available. 
“T have gone through the book carefully and I am delighted with the author’s fine approach, 
superb treatment, and excellent analysis. I believe you have published an outstanding book 


in the field of cost accounting.” 
Dean James B. Trant, College of Commerce, 


Louisiana State University 


“Cost Accounting should be welcomed as a worthy addition to the family of cost accounting 
textbooks. It is a careful piece of work in a tone that is neither too elementary nor too ad- 
vanced for the state of development of the student that it is designed to reach.” 

Professor CLARENCE B. Nickerson, Harvard Graduate 

School of Business Administration, in the 

Accounting Review 


ESSENTIALS OF COST ACCOUNTING 
By Joun G. Biocker. McGraw-Hill Accounting Series. 430 pages, 6 x 9. $3.00 


Teachers have welcomed this abridgment of the author’s Cost Accounting as particularly 
adapted for use with intensified war training courses. The material in the larger book has 
been condensed, reorganized, and simplified. The importance of cost control and budgeting 
is especially emphasized, in relation to industrial enterprises. At the same time, the prob- 
lems of control and accounting for distribution and administrative costs receive full attention. 


Send for copies on approval 
McGRAW-HILL BOOK COMPANY, Inc. 


330 West 42nd Street New York. 18,.N.Y. 
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INTRODUCTION TO ACCOUNTING 
By LOUIS O. FOSTER, Dartmouth College 


Ideally suited for the first-year course, Foster brings to your class a new, sound and thorougiay 
tested approach. Each chapter is followed by practical questions and problems. Two complete Pigg 
tice Sets, a Work Book of Laboratory Problems, Objective Tests, and a detailed Solutions Manmay 
provide teaching aids unparalleled in the field. 


742 pages Price—Test 
Work Book 1% 
Practice Sets (ea.) 


COST ACCOUNTING (Revised 1942) 
By JOHN J. W. NEUNER, College of the City of New York 


In addition to its already outstanding record of 250 actual adoptions and 18 large printings in fi 
years time Cost Accounting by Neuner has now been selected as the official text for the Unita 
States Armed Forces Institute. This book is the accepted cost accounting standard for colleg™ 
ESMWT courses, and training courses within industry. 


Revised and published in 1942 it is the only complete book that presents all of the latest practiog 

in this field. Its wide use in war training courses and by practicing cost accountants in war indi 
tries is proof that it meets the critical demands of wartime. If you are not yet using Neuner you 
will want to examine this 1942 revision. It was the first book to offer a job order, process, anim 
standard cost set. Objective tests and a 432 page master Solutions Manual are available withoul 
charge. 


819 pages Price 


ADVANCED ACCOUNTING 
By ARTHUR W. HOLMES, University of Cincinnati 


Advanced Accounting has received immediate adoption. This new text is ideally suited for usm 

in intermediate accounting classes. A wide variety of questions and problems are included for eagiu™ 
chapter. A complete Solutions Manual has been published. Presenting the most recent and author 
tative material, this book will readily meet all present-day standards. 


707 pages Price $4.00 


fe Authoritative and Current Book: 
q Send for examination copies. 
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Announcing 
MONOGRAPH NO. 4 


The Entity Theory of 


Consolidated Statements 


By 
Maurice Moonrrz 


Department of Economics, Stanford University 
From the foreword prepared by the Committee.on Monographs: 


In a “Statement of Objectives’ published in the March, 1936, issue of the 
ACCOUNTING REVIEW the Executive Committee of the AMERICAN ACCOUNTING 
ASSOCIATION listed consolidated statements as one of six main subjects in the field of 
accounting principles calling for immediate study and research. Later, at the request of the 
Executive Committee, E. L. Kohler made a survey of this subject and prepared a brief 
report, “Some Tentative Propositions Underlying Consolidated Reports,” which was pub- 
lished in the March, 1938, issue of the REVIEW, In 1939 the ASSOCIATION issued a 
monograph, “Financial Statements” by M. B. Daniels, of which Chapter V consists of a 
brief discussion of the nature and significance of consolidated statements and the principal 
problems arising in their preparation and presentation, Issue of the present monograph, a 
more complete treatment of the theory of consolidated statements, reflects the continuing 
interest of the ASSOCIATION in this important phase of accounting. 

Dr. Moonitz, like Kohler and Daniels, views consolidated statements as “secondary 
rather than primary in character,” as “‘supplemental to, rather than as substitutes for” the 
statements of the constituent corporations. There are, of course, some areas of disagree- 
ment and difference in emphasis, The main contribution of the present monograph lies along 
the line of elaboration of an underlying, consistent theory with respect to consolidated 
statements. As the author states in his concluding sentence: ‘The useful application of this 
or any other theory is still dependent upon the ingenuity and good judgment of ‘those who 
deal with the baffling cross-currents of concrete situations.” 


Approximately 120 pages—Heavy Paper Binding—$1.00 a copy. 
In Press 
Advance orders should be addressed to: 
American Accounting Association 
Business and Economics Building 
Bloomington, Indiana 
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